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952 

P R O C E E D I N G S  

(Transcript fol lows i n  sequence from Volume 7.) 

CHAIRMAN JABER: Good morning. Let s reconvene the 

iearing. I know we l e f t  a couple o f  th ings outstanding 

yesterday, and I know we have a couple o f  Water Management 

l i s t r i c t  witnesses t h a t  are supposed t o  take the stand today. 

d l i k e  t o  s t a r t  w i th  B a r t  Fletcher t h i s  morning, and 

come back t o  those outstanding matters a f t e r  

etcher s testimony. 

Are the pa r t i es  prepared f o r  t ha t?  Great. 

Go ahead, M r .  Jaeger. 

MR. JAEGER: Yes. 

STEPHEN BART FLETCHER 

vas ca l led  as a witness on behalf o f  the S t a f f  o f  the F lor ida 

'ubl ic Service Commission and, having been duly sworn, 

t e s t i f i e d  as fo l lows: 

DIRECT EXAM1 NATION 

3Y MR. JAEGER: 

Q Mr. Fletcher, you've been sworn i n ,  haven't you? 

A Yes. 

Q 

record. 

A 

Please s ta te  your name and business address f o r  Lhe 

My name i s  Stephen B a r t  Fletcher, business address i s  

2540 Shumard Oak Boulevard, Ta l  1 ahassee, F1 or ida 32399-0850. 

And by whom are you employed and i n  what capacity? Q 

FLORIDA PUBLIC SERVICE COMMISSION 
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953 

A I ' m  employed by the F lo r ida  Public Service Commission 

1s a Regul a tory  Analyst 111. 

Q And have you p r e f i l e d  d i r e c t  testimony i n  t h i s  docket 

:onsist ing o f  11 pages? 

A Yes. 

Q 

;est i mony? 

Do you have any changes or  corrections t o  your 

A No. 

MR. JAEGER: Chairman, may we have M r .  F le tcher 's  

;estimony inserted i n t o  the record as though read? 

CHAIRMAN JABER: Yes. The p r e f i l e d  d i r e c t  testimony 

if Stephen B. Fletcher shal l  be inser ted i n t o  the record as 

;hough read. 

3Y MR. JAEGER: 

Q And, Mr. Fletcher, d i d  you a 

;BF-1 through SBF-3 t o  your testimony? 

A Yes. 

so f i  1 e Exh ib i t  Numbers 

Q Do you have any changes or  corrections t o  any o f  

those exhib i ts? 

A No. 

MR. JAEGER: Chairman, may we have those exh ib i ts  

i d e n t i f i e d  as Composite Exh ib i t  16? 

CHAIRMAN JABER: Yes. Composite Exh ib i t  16 i s  

SBF-1 through SBF-3. 

(Exhib i t  16 marked f o r  i d e n t i f i c a t i o n .  1 

FLORIDA PUBLIC SERVICE COMMISSION 
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DIRECT TESTIMONY OF STEPHEN B.  FLETCHER 

Q .  Please s t a t e  your  name and pro fess iona l  address. 

A .  My name i s  Stephen B .  F le tcher  and my business address i s  2540 Shumard 

Oak Boul evard , Tal 1 ahassee, F1 o r i  da 32399-0850. 

Q .  

A .  

Analyst  I11 i n  t h e  D i v i s i o n  o f  Economic Regulat ion.  

Q .  

A .  

Q .  

A .  I received an Associate i n  A r t s  degree w i t h  honors from Tal lahassee 

Community Col lege i n  August 1993. I received a Bachelor o f  Science degree 

w i t h  a major i n  account ing and f inance from F l o r i d a  S ta te  U n i v e r s i t y  i n  

December 1996. From January 1994 t o  November 1997, I was Ass is tan t  Secretary 

o f  F lo r i da  Horse Park, I n c . ,  fo rmer ly  known as Aqua Development Group, I n c .  

My d u t i e s  under t h i s  capac i t y  inc luded conduct ing t h e  equestr ian and r e s o r t  

i ndus t r y  research t o  develop t h e  business p lan  and inc luded  t a x  p repara t ion  

f o r  t he  corporate r e t u r n s .  I n  November 1997, I was employed by t h e  Commission 

as a Profess ional  Accountant i n  t h e  D i v i s i o n  o f  Water and Wastewater’s 

Accounting Sect ion o f  t h e  Bureau o f  Economic Regu la t ion .  I n  A p r i l  2000, I 

became a Regulatory Ana lys t  I 1  i n  t h e  Accounting Sec t ion  o f  t h e  Bureau o f  

Economic Regulat ion.  I n  June 2000, my sec t i on  became t h e  F i l e  and Suspend 

Rate Cases Sect ion i n  t h e  D i v i s i o n  o f  Economic Regu la t ion .  I n  June 2001, I 

became a Regulatory Ana lys t  I11 i n  the  F i l e  and Suspend Rate Cases Sect ion i n  

the  D i v i s i o n  o f  Economic Regulat ion.  I have at tended var ious  regu la to ry  

By whom are you employed and i n  what capac i ty?  

I am employed by t h e  F l o r i d a  Pub l ic  Serv ice Commission as a Regulatory 

How long have you been employed by the  Commission? 

I s t a r t e d  working a t  t h e  Commission i n  November 1997. 

Would you s t a t e  your  educat ional  background and experience? 

- 1 -  
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seminars and Commission in-house training and professional development 

meetings concerning regulatory matters. 

Q. 
Analyst I11 in the File and Suspend Rate Cases Section? 
A. This section is responsible for the financial, accounting and rates 

review and evaluation of complex formal rate proceedings before the 

Commission. Specifically, I am assigned to review and analyze the accounting 
and rate issues for file and suspend rate cases, overearnings investigations 

and limited proceedings of Class A and B water and wastewater utilities under 
the jurisdiction of the Florida Public Service Commission. I also am 
responsible for the review of smaller filings of Class A and B utilities, such 

as allowance for funds used during construction (AFUDC), allowance for funds 

prudently invested (AFPI), service availability applications, and tariff 

filings. For the cases that I am assigned, I coordinate, prepare and present 
staff recommendations to the Commission on the above type cases. I am also 
responsible for preparing testimony and writing cross-examination questions 

for hearings involving complex accounting and financial issues. 

Q. 
prepared recommendations since joining the Commission. 

A. 

the Commission, which is identified as Exhibit SBF-1  of my testimony. 

Q. 
A. 

transactions. 

Q. Please briefly describe your testimony regarding purchased raw water 

Would you explain what your general responsi bi 1 i ties are as a Regulatory 

Please list dockets for which you have performed analytical work and/or 

I have attached a list of dockets that I have worked on since joining 

Can you summarize the issue for which you are providing testimony? 

I am providing testimony on Aloha Utilities, Inc.3 purchased raw water 

- 2 -  
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t r ansac t i ons .  

A .  Aloha purchases r a w  water f rom t h r e e  d i f f e r e n t  e n t i t i e s :  T a h i t i a n  

Development, I n c .  ( T a h i t i  an) ,  In terphase,  I n c .  ( In terphase) ,  and Jack M i  t c h e l l  

( M i  t c h e l  1 ) . T a h i t i  an and In terphase a re  both re1 ated p a r t i e s  t o  A1 oha . 

Lynnda Speer owns 62.5% o f  the  u t i l i t y ,  and she owns 100% o f  T a h i t i a n  

Devel poment , I n c .  Roy Speer , Lynnda Speer ’ s husband, owns 100% Interphase,  

I n c .  M i t c h e l l  i s  a non- re la ted ,  t h i r d  p a r t y .  Aloha a l so  purchases t r e a t e d  

water from Pasco County. 

I n  i t s  minimum f i l i n g  requirements (MFRs), Aloha p ro jec ted  a December 

31, 2001 r e l a t e d  p a r t y  purchased water expense o f  $128,480 c o l l e c t i v e l y  f o r  

T a h i t i  an and In terphase.  Both T a h i t i  an and Interphase charge Aloha $0.32 per 

thousand ga l lons  f o r  r a w  water.  M i t c h e l l  charges t h e  u t i l i t y  $0.10 per 

thousand ga l lons  f o r  r a w  water .  These purchased water t ransac t i ons  are 

b a s i c a l l y  r o y a l t i e s  f o r  r a w  water.  For reasons I w i l l  exp la in  l a t e r ,  I do not  

be l i eve  Aloha has proven, through i t s  MFRs o r  d i r e c t  test imony,  t h a t  t h e  

r o y a l t y  fee  charged by i t s  r e l a t e d  p a r t i e s  f o r  r a w  water i s  reasonable. 

Q. 

w i t h  M i  t c h e l  1 , T a h i t i  an, and In terphase.  

A .  According t o  t h e  u t i l i t y ’ s  response t o  a s t a f f  data request ,  t h e  Seven 

Springs water system’s Well No. 1 r e l a t e s  t o  M i t c h e l l .  Wells Nos. 3 and 4 

r e l a t e  t o  T a h i t i a n ,  and We1 1s Nos. 6 and 7 r e l a t e  t o  Interphase. M i t c h e l l ,  

T a h i t i a n ,  and In terphase each i n s t a l l e d  and incu r red  the  costs  o f  t h e  w e l l s  

themselves. This  inc luded t h e  cos t  o f  d r i l l i n g  t h e  we l l s  and t h e  cos t  o f  t he  

i n i t i a l  equipment and s t r u c t u r e s .  Aloha has pa id  f o r  repa i rs  and maintenance 

and some improvements s ince t h e  i n i t i a l  i n s t a l l a t i o n  o f  those w e l l s .  

Please prov ide  a b r i e f  h i s t o r y  o f  A loha’s  purchased water t ransac t i ons  

- 3 -  
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Based on con t rac ts  p rov ided by Aloha, t h e  agreements f o r  t h e  purchase 

o f  r a w  water date back t o  1972 f o r  M i t c h e l l ,  1977 f o r  T a h i t i a n ,  and 1978 f o r  

In terphase.  The 1972 agreement w i t h  M i t c h e l l  c a l l e d  f o r  Aloha t o  pay $0.05 

per thousand ga l l ons  o f  water ex t rac ted  from M i t c h e l l  ' s  l and .  On October 1, 

1975, M i t c h e l l  and Aloha executed another agreement which c a l l e d  f o r  Aloha t o  

pay $0 .10  per thousand ga l l ons  o f  water ex t rac ted .  The 1977 agreement w i t h  

T a h i t i a n  c a l l e d  f o r  Aloha t o  pay $0.10 per thousand ga l l ons  o f  water 

ex t rac ted .  On December 28, 1988, t h i s  agreement was amended and t h e  charge 

was increased t o  $0.25 per  thousand ga l l ons  o f  water ex t rac ted .  On January 

1, 1992, T a h i t i a n  and Aloha amended t h e i r  agreement again and t h e  charge was 

increased t o  $0.32 per  thousand ga l l ons  o f  water e x t r a c t e d .  The 1978 

agreement w i t h  In terphase c a l l e d  f o r  Aloha t o  pay $0.10 per  thousand ga l lons  

o f  water ex t rac ted .  Th is  agreement was a l s o  amended and t h e  charge increased 

t o  $0.32 per  thousand g a l l o n s  o f  water ex t rac ted .  I do no t  know when any 

amendments w i t h  In terphase were executed; however, s t a f f  has propounded 

d iscovery  on t h e  u t i l i t y  i n  o rder  t o  determine t h i s .  Fu r the r ,  I at tached a 

t a b l e  t h a t  r e f l e c t s  t h e  h i s t o r y  o f  t h e  above purchased water agreements, which 

i s  i d e n t i f i e d  as E x h i b i t  SBF-2. 

Q .  D id  t h e  Commission approve t h e  $0.10 per thousand g a l l o n  charged by 

M i  t c h e l  1 ? 

A .  Yes. The Commission approved t h e  $0 .10  per  thousand g a l l o n  charge by 

M i t c h e l l  i n  Order No. 8450, i ssued August 29, 1978, i n  Docket No. 770720-WS. 

This  order  does no t  s p e c i f i c a l l y  d iscuss t h e  charge by M i t c h e l l ;  however, t he  

Commission d i d  approve t h e  Examiner's f i n d i n g s ,  which i nc luded  t h e  adjustment 

t o  increase purchased water expense t o  r e f 1  e c t  t h e  inc rease from $0.05 t o  $0.10 

- 4 -  
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per thousand g a l l o n s .  Based upon my review o f  s t a f f ’ s  f i l e  f o r  Docket No. 

770720-WS, t h e  o n l y  support  documentation fo r  t h i s  adjustment was a one page 

engineer ing working paper t h a t  s t a t e d  t h a t  t h i s  r a t e  was i n c r e a s i n g  based on 

a new c o n t r a c t .  F u r t h e r ,  t h e  r e l a t e d  p a r t y  purchased water t r a n s a c t i o n s  w i t h  

T a h i t i a n  and In terphase were n o t  addressed e i t h e r  i n  t h a t  order  o r  i n  t h e  

docket f i l e .  With t h e  except ion o f  Docket No. 000737-WS which I discuss l a t e r ,  

t h e  Commission has no t  addressed these r e l a t e d  p a r t y  t r a n s a c t i o n s .  

Q .  

water by a u t i l i t y  under i t s  j u r i s d i c t i o n ?  

A .  Yes. I n  Docket No. 951029-WU, an overearnings i n v e s t i g a t i o n  f o r  F l o r i d a  

C i t i e s  Water Company (FCWC), t h e  Commission approved o p e r a t i n g  expenses f o r  a 

r o y a l t y  f e e  f o r  r a w  water ex t rac ted .  The fee was based on a s e r i e s  o f  r e l a t e d  

p a r t y  t r a n s a c t i o n s  t h a t  began i n  1973. On A p r i l  23, 1973, GAC Proper t ies ,  I n c .  

( a  predecessor company t o  Avatar Proper t ies  I n c .  and a r e l a t e d  p a r t y  o f  FCWC). 

granted an easement t o  GAC U t i l i t i e s ,  I n c .  ( a  predecessor company t o  Avatar 

U t i l i t i e s  I n c .  and t h e  parent  company o f  FCWC) f o r  FCWC t o  operate w e l l f i e l d s  

and do o ther  work necessary f o r  d e l i v e r y  o f  water on 149 o f  16,000 acres.  A t  

t h a t  t ime,  these same p a r t i e s  agreed on a r o y a l t y  fee o f  $0.03 per thousand 

ga l lons  t o  be p a i d  by FCWC f o r  a l l  water pumped from t h e  w e l l s .  On June 24, 

1973, GAC Proper t ies ,  I n c .  s o l d  t h e  16,000 acres t o  a non- re la ted ,  t h i r d  p a r t y  

f o r  $800 per  acre.  This  s a l e  inc luded a perpetual  easement t o  FCWC through GAC 

U t i l i t i e s ,  I n c .  t o  e x t r a c t  r a w  water .  To t e s t  t h e  reasonableness o f  t h e  

r o y a l t y  f e e ,  t h e  Commission compared t h e  o r i g i n a l  c o s t  o f  t h e  land when f i r s t  

devoted t o  p u b l i c  s e r v i c e  w i t h  t h e  c o s t  o f  t h e  r o y a l t y .  

Has t h e  Commission ever addressed t h e  payment o f  a r o y a l t y  f e e  f o r  r a w  

FCWC o f f e r e d  t h r e e  op t ions  t o  compare t h e  value o f  t h i s  r o y a l t y  easement. 

- 5 -  
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Fi r s t ,  FCWC recommended using Lee County’s 1978 comparable purchase price of 

l a n d  for the County’s own wellfield. Second, FCWC proposed the above purchase 

price because FCWC’s ultimate water usage allowance i s  twice as much as Lee 

County ’ s a1 1 otted capacity . Thi rd, FCWC suggested a n  i ndependent appraisal o f  

the easement area. 

Order No. PSC-96-0859-FOF-WU, issued Ju ly  2, 1996, i n  Docket No. 951029- 

W U ,  s t a t e s ,  i n  pertinent part:  

We f i n d  t h a t  the third approach of using a l a n d  appraisal t o  

measure the worth of the easement provides a direct  means of 

testing the fairness of the assessed royalty charge. . . . Using 

the respective weighted percentages, the t o t a l  acreage assigned t o  

FCWC i s  613.75 acres. A t  the most conservative cost of $800 per 

acre ( the cost per acre i n  the 1973 sale  t o  non-affiliated 

in t e re s t s ) ,  the investment attr ibutable t o  t h i s  l a n d  would be 

$491,000. Based upon a n  8.75% rate o f  return,  the return i s  

calculated t o  be $42,963. W i t h  taxes estimated t o  be: $8,347 for 

property taxes,  $8,867 for income taxes, and $2,836 for gross 

receipts taxes, the t o t a l  expense would be $63,013. This i s  $5,067 

more t h a n  the royalty expense of $57,946 used for the 1996 t e s t  

year, and equates t o  a cost of $0.0326 per 1 , 0 0 0  g a l l o n s .  

Based on the above comparative analysis, the Commission found t h a t  the 

$0.03 per thousand g a l l o n  royalty fee was a reasonable expenditure i n  relation 

t o  the value acquired. 

Q .  Has the Commission ever addressed the royalty fees t h a t  Aloha pays 

T a h i t i a n  and  Interphase for raw water? 

- 6 -  
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A .  Yes, t h e  Commission addressed these r o y a l t y  fees i n  Docket No. 000737-WS, 

which was an overearnings i n v e s t i g a t i o n  o f  t h e  Aloha Gardens water and 

wastewater systems and t h e  Seven Springs water system. By Order No. PSC-01- 

1374-PAA-WS, issued June 27, 2001, t h e  Commission a p p l i e d  t h e  same standards 

u t i l i z e d  i n  t h e  1995 FCWC overearnings i n v e s t i g a t i o n  t o  evaluate t h e  

appropr iateness o f  Aloha’s r o y a l t y  fees f o r  r a w  water .  Aloha mainta ined t h a t  

i t s  r e l a t e d  p a r t i e s  do n o t  have documentation o f  t h e  o r i g i n a l  c o s t  o f  t h e  w e l l  

and land when f i r s t  devoted t o  t h e  serv ice  o f  Aloha ratepayers.  The Commission 

found t h a t  t h e  u t i l i t y  should have taken t h e  appropr ia te  steps t o  determine t h e  

o r i g i n a l  cos t  o f  t h e  land and w e l l s  as o f  t h e  da te  t h e  u t i l i t y  began e x t r a c t i n g  

water from these w e l l s .  Th is  ana lys is  was necessary t o  determine i f  t h e  

u t i l i t y ’ s  dec is ion  t o  purchase r a w  water was t h e  most c o s t  e f f e c t i v e  cho ice .  

Fur ther ,  t h e  Commission s t a t e d  t h a t  Aloha cou ld  have had these lands appraised 

by an independent appra iser  and r e t a i n e d  t h e  serv ices  o f  a p ro fess iona l  

engineer t o  conduct an o r i g i n a l  cos t  study on t h e  w e l l s  i n i t i a l l y  i n s t a l l e d .  

Without t h i s  in fo rmat ion ,  t h e  Commission found t h a t  i t  could n o t  evaluate t h e  

reasonableness o f  these r o y a l t y  fees a t  t h a t  t i m e .  

U l t i m a t e l y ,  i t  i s  t h e  u t i l i t y ’ s  burden t o  prove t h a t  i t s  costs  a r e  

reasonable. The Commission s t a t e d  t h a t ,  by t h e i r  very  na ture ,  r e l a t e d  p a r t y  

t ransac t ions  r e q u i r e  c l o s e r  s c r u t i n y .  Although a t r a n s a c t i o n  between r e l a t e d  

p a r t i e s  i s  no t  per unreasonable, i t  i s  t h e  u t i l i t y ’ s  burden t o  prove t h a t  

i t s  costs  a re  reasonable. F l o r i d a  Power Corp. v .  Cresse, 413 So. 2d 1187, 1191 

( F l a .  1982). T h i s  burden i s  even grea ter  when t h e  t r a n s a c t i o n  i s  between 

r e l a t e d  p a r t i e s .  I n  GTE F l o r i d a ,  I n c .  v .  Deason, 642 So. 2d 545 ( F l a .  1994), 

t h e  Court e s t a b l i s h e d  t h a t  t h e  standard t o  use i n  eva lua t ing  a f f i l i a t e  

- 7 -  
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transactions i s  whether those transactions exceed the going market ra te  or are 

otherwise inherently unfair. 

Because the agreement w i t h  Mitchell was a n  arms-length transaction, the 

Commission found t h a t  the $ 0 . 1 0  per thousand g a l l o n  ra te  was the market ra te  

for raw water for Aloha’s  related party transactions. As such, the related 

party rates of $0.32 per thousand gallons were reduced t o  $ 0 . 1 0  per thousand 

gallons. 

The Commission ordered t h a t  the issue regarding the reasonableness of the 

rates charged by Mitchell, T a h i t i a n ,  and  Interphase be addressed i n  this rate 

case for the Seven Springs water system. The Commission concluded t h a t  i t  was 

not  precluded from f i n d i n g  t h a t  the $ 0 . 1 0  per thousand  gallons charge for 

purchased raw water i s  appropriate for the calculation of f i n a l  rates i n  t h i s  

rate case i f  Aloha f a i l s  t o  meet i t s  burden of proof. 

Q .  

w i t h  Mi tchel 1 , T a h i t i  a n ,  and  Interphase? 

A .  Yes. Based on the u t i l i t y ’ s  response t o  a s t a f f  interrogatory,  I 

conducted a n  ana lys i s  of  Aloha s royalty agreements w i t h  Mitchell, T a h i t i a n ,  

and  Interphase. This analysis i s  identified as E x h i b i t  SBF-3. The Mitchell 

property i s  a 6 , 7 0 0  acre parce of l a n d  on which A l o h a  has a right t o  locate 

i t s  wells and  a 10-acre water p l a n t  s i t e  anywhere on the property. The only  

restriction i s  t h a t  each well s i t e  has a minimum circumference of approximately 

one acre.  Under the agreement w i t h  T a h i t i a n ,  the u t i l i t y  can extract water on 

a 30-acre parcel o f  l a n d  w i t h  the one-acre res t r ic t ion discussed above. Under 

the agreement w i t h  Interphase, Aloha can extract water on any location of a 638 

acre t r a c t ,  subject t o  the one-acre res t r ic t ion .  

Do you have any other comments regarding the purchased water agreements 

- 8 -  
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I be l ieve  i t  i s  impor tant  t o  note two d i s t i n c t i o n s  between FCWC’s r o y a l t y  

easement and A1 oha ’ s  r a w  water agreements w i t h  T a h i t i  an and In terphase.  F i  r s t  , 

FCWC’s r o y a l t y  easement i s  i n  p e r p e t u i t y ;  however, T a h i t i a n  and In terphase may 

cancel t h e  agreements upon g i v i n g  A1 oha 30 days w r i t t e n  n o t i c e .  I n t e r e s t i n g l y  , 

the  agreement w i t h  M i t c h e l l  i s  perpetual  i n  term.  Second, FCWC’s r o y a l t y  fee  

i s  f i xed  a t  $0.03 per thousand ga l l ons ,  b u t  t h e  agreements w i t h  T a h i t i a n  and 

Interphase have an esca la t i on  p r o v i s i o n  f o r  t h e  r o y a l t y  fee .  According t o  t h e  

1975 agreement w i t h  M i t c h e l l ,  t he re  i s  no esca la t i on  p r o v i s i o n  f o r  t h e  $0,10 

per thousand g a l l o n  charge. 

Based on t h e  above, I be l ieve  t h e  M i t c h e l l  agreement i s  analogous t o  t h e  

FCWC r o y a l t y  easement. Also,  t h e  M i t c h e l l  agreement was an arm’s l eng th  

t ransac t i on .  As such, w i thout  any a d d i t i o n a l  evidence t o  t h e  con t ra ry ,  I 

be l i eve  t h e  M i t c h e l l  charge o f  $ 0 . 1 0  per  thousand ga l lons  i s  reasonable. 

Fu r the r ,  according t o  t h e  f a c t s  discussed above, I be l ieve  t h e  M i t c h e l l  

agreement i s  o f  g rea ter  value t o  t h e  u t i l i t y  than t h e  r e l a t e d  p a r t y  purchased 

water agreements. 

Q .  When you say t h e  M i t c h e l l  agreement i s  o f  g rea te r  value than t h e  r e l a t e d  

p a r t y  purchased water agreements, would you expect t h a t  t h e  r o y a l t y  fee  charged 

by t h e  r e l a t e d  p a r t i e s  would be less?  

A .  

fee  charged by t h e  r e l a t e d  p a r t i e s  t o  be l ess  than t h a t  charged by M i t c h e l l .  

Q .  Do you be l i eve  t h a t  Aloha has met i t s  burden o f  p roo f ,  i n  t h i s  cu r ren t  

r a t e  case, t h a t  t h e  r o y a l t y  fee  by i t s  r e l a t e d  p a r t i e s  f o r  r a w  water i s  

reasonable? 

A .  No. As i n d i c a t e d  above, Order No. PSC-01-1374-PAA-WS e f f e c t i v e l y  

Based on my ana lys is  i n  E x h i b i t  SBF-3. I would have expected t h e  r o y a l t y  

- 9 -  
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outlined the steps the u t i l i t y  could have taken i n  order t o  meet i t s  burden o f  

proof. In i t s  MFRs and direct testimony, the u t i l i t y  has failed t o  provide the 

original cost of the l a n d  and wells as of the date Aloha began purchasing water 

from i t s  related par t ies .  Without t h i s  information, a comparative analysis 

similar t o  the one t h a t  the Commission performed for FCWC i n  Docket 951029-WU 

cannot be done. I believe such a n  analysis i s  needed t o  evaluate the 

reasonableness o f  the royalty fee charged by the related par t ies .  

Q .  

thousand ga l  1 ons of raw water? 

A .  No. Without the original cost o f  the l a n d  and wells as of the date Aloha 

began purchasing water from i t s  related par t ies ,  I am not  able t o  determine 

w h a t  the appropriate royalty fee t h a t  T a h i t i  a n  and  Interphase should charge. 

Q .  Should the water royalty fee charged by T a h i t i a n  and Interphase be 

reduced? 

A .  Yes. As I stated above, I believe the Mitchell agreement is  o f  greater 

value t o  the u t i l i t y  t h a n  the related party purchased water agreements. As 

such, I believe t h a t  the royalty fee charged by the related parties should a t  

minimum be reduced t o  $0 .10  per thousand gallons. 

Q .  I f  the Commission finds t h a t  a $0.10 per thousand gallons royalty fee for 

the u t i l i t y ’ s  related parties i s  appropriate, w h a t  would be the effect  on the 

Seven Springs water system’s operati on and maintenance (O&M) expenses? 

A .  

expenses. The $88,330 amount i s  calculated as follows: 

Projected 2001 Annual  Maximum Water Use Permit Pumpage 

of the Related Party Wells (Omitting 000’s). . . . . . . . . . . . . . . . . . . . . . . . . . . 401,500 

Are you able t o  determine w h a t  the related parties should charge per 

The effect  would be a n  $88,330 reduction of Seven Springs water’s O&M 

- 10 - 
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Multiplied by Disallowed Portion o f  the Per 1,000 Gallons Charge.. . . . $0.22 

Reduction o f  Seven Springs Water’s O&M Expenses. . . . . . . . . . . . . . . . . . . . . . $88,330 

Q .  

A .  Yes, it does. 

Does this conclude your testimony? 
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BY MR. JAEGER: 

Q And, Mr. Fletcher, could you b r i e f l y  summarize your 

t e s t  i mony ? 

A Yes. I am providing testimony only on the Issue 15 

I t ' s  regarding whether an adjustment should be i n  t h i s  case. 

made f o r  re1 ated party purchased water transactions. A1 oha 

purchases raw water from three d i f f e ren t  e n t i t i e s :  Tahit ian 

Development, Inc., Interphase, Inc., and Jack Mi tchel l .  

Tahit ian and Interphase are both related part ies.  Jack 

Mitchel l  i s  a nonrelated t h i r d  party. 

I n  i t s  MFRs, Aloha projected a December 31st, 2001 

re1 ated party purchased water expense o f  $128,480 col l e c t i v e l y  

f o r  Tahit ian and Interphase. Both Tahit ian and Interphase 

charge Aloha 32 cents per thousand gallons f o r  raw water. 

Mitchel l  charges the u t i l i t y  10 cents per thousand gallons. 

I believe the Commission should use the same 

standards tha t  i t  u t i l i z e d  i n  the 1995 Flor ida C i t i e s  Water 

Company overearnings invest igat ion t o  evaluate these re1 ated 

party roya l ty  fees. To perform such an analysis, the 

Commission needs t o  have the or ig ina l  cost o f  the land and the 

wells when Aloha f i r s t  began extract ing the raw water from the 

re1 ated party we1 1 s. S t a f f  has requested t h i s  information; 

however, the u t i l i t y  has not provided it. As such, I do not 

believe the u t i l i t y  has met - -  has proven tha t  i t s  related 

party royal t y  fees are reasonabl e. 
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Further, I bel ieve t h a t  the Mi tchel l  agreement i s  o f  

greater value t o  the u t i l i t y  than the re la ted  par ty  purchased 

water agreement; therefore, I believe the r o y a l t y  fee charged 

by the re la ted  par t ies  should be a t  a minimum reduced t o  10 

cents per thousand gal 1 ons. 

Q That concludes your summary? 

A Yes. 

MR. JAEGER: I tender the witness f o r  cross. 

COMMISSIONER BAEZ: Thank you. Mr. Wood. 

MR. WOOD: I have no questions. 

COMMISSIONER BAEZ: Mr . Burgess. 

MR. BURGESS: Thank you, Commissioner. 

CROSS EXAMINATION 

BY MR. BURGESS: 

Q Mr. Fletcher, now i n  your summary you indicated t h a t  

you have t r i e d  t o  get ce r ta in  information w i t h  regard t o  

o r i g ina l  costs; i s  t ha t  r i g h t ?  

A Correct. The o r ig ina l  cost o f  the land and the wel ls 

when Aloha f i r s t  began ex t rac t ing  the water. 

Q Okay. And under what mechanism d i d  you t r y  t o  obtain 

t h i s  information? 

A 

Q 

It was an in ter rogatory  i n  t h i s  case. 

And a t  t h i s  po int ,  I take from your testimony tha t  

you have not been able t o  get t ha t  information from the 

company? 

FLORIDA PUBLIC SERVICE COMMISSION 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

967 

A Correct. 

Q 
i n f  ormat i on? 

And what was your in ten t ion  had you obtained tha t  

A I needed the or ig ina l  cost information i n  order t o  

perform the same analysis tha t  was done i n  Flor ida C i t i es  i n  

wder t o  t e s t  the reasonableness o f  the charges. 

MR. BURGESS: Thank you, M r .  Fletcher. That 's a l l  we 

have. 

CHAIRMAN JABER: Ms. Lyt le .  

MS. LYTLE: 

CHAIRMAN JABER: Thank you. Aloha. 

I have no questions f o r  t h i s  witness. 

CROSS EXAMINATION 

BY MR. DETERDING: 

Q Good morning, M r .  Fletcher. 

A Good morning. 

Q You say you t r i e d  t o  get t h i s  information through 

interrogatories. 

that  i t  had no such information on numerous occasions? 

I s n ' t  i t  t rue  tha t  the u t i l i t y  d i d  respond 

A Through tha t  interrogatory response, I believe 

Aloha's response i s  t h a t  they d i d n ' t  - -  couldn' t  get the 

information. They d i d n ' t  have it. 

Q 

f i r s t ,  and they t o l d  you they d i d  not; i s n ' t  t ha t  correct? 

A 

Well, you asked whether Aloha had the information 

Let me go back. I believe t h e i r  response i s  tha t  

they d i d n ' t  have it, the information. Aloha d i d n ' t  have it. 
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Q And you also asked about ge t t ing  the information from 

the related par ty  as well through Aloha; correct? 

A I believe t h a t ' s  the case. 

Q Okay. And - -  go ahead. 

A I believe tha t  was the case. I f  Aloha d i d n ' t  have i t  

tha t  they needed t o  get i t  from the re la ted party. 

Q And Aloha said tha t  the re la ted par ty  had t o l d  them 

they d i d n ' t  have t h a t  information; correct? 

A Correct. 

Q And we're t a l k i n g  about information concerning the 

I s  tha t  not r i g h t ?  value o f  land from 1978. 

A Well, f o r  the Tahit ian Development agreement, I 

believe they - -  t h a t  agreement was i n  '77. It was shor t l y  

a f te r  tha t  f o r  Interphase. 

Q Okay. '77 f o r  one and '78 f o r  the other; correct? 

A That 's when the agreements were signed, yes. 

Q And what they t o l d  you i n  response t o  tha t  was tha t  

the related par ty  had said tha t  they d i d  not keep information 

any longer than required by those tha t  regulated them, 

spec i f i ca l l y  the IRS; correct? 

A 

Q 

I believe t h a t  was t h e i r  response, yes. 

Okay. And what you're t a l k i n g  about i s  not only the 

value o f  the land but o f  the f a c i l i t i e s  located on tha t  land 

tha t  were constructed by tha t  related party; correct? 

A Correct, the or ig ina l  in f ras t ruc tu re  tha t  was 
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installed by the related parties. 
Q Now, when Aloha began receiving water from these 

parties, the facilities were already there and in place, the 
wells were drilled, there were pumps in place, et cetera; 
correct? 

A Yes. 
Q 
A 
Q 

These were working we1 1 s? 

Yes, they were working wells. 
You referenced the Florida Cities Water Company case. 

Where there wells of any type on the property that were 
included in the arrangement with the Florida Cities case at the 
time that were included in that payment? 

A No. 

Q Okay. But in Aloha's case there are and were? 
A Yes. 
Q Okay. Have you done any analysis of the - -  of what a 

well of these types would have cost at the locations - -  at 
Aloha's locations of its four wells that we're dealing with 
here? 

A I've done no analysis of it. 
Q You would agree, however, that the costs of Lhose 

facilities would be substantial to originally construct, would 
they not? 

A I 'm not sure. I 'm not an engineer. I don't know 
what they would cost. 
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Q Okay. Has anybody on the S t a f f  attempted t o  do tha t  

analysis? 

A Not tha t  I ' m  aware o f .  

Q But i t  i s  t rue  tha t  they could be many times the cost 

o f  the land a t  t ha t  time or the value o f  the value a t  t h a t  

t i  me? 

A I ' m  not an engineer. I don' t  know what the cost 

would be. 

Q Okay. You have no idea - -  
A 

Q 

A No. 

Q Okay. And i n  the F lor ida C i t i es  case, the u t i  

I can ' t  answer t h a t  question. 

You have no idea what the cost o f  a well  would be? 

i t y  

was e n t i t l e d  t o  u t i l i z e  149 acres o f  property; i s  t ha t  r i g h t ?  

I believe t h a t ' s  stated on your Page 5. 

A Yes, i t  was 49 acres, but there was - - l a t e r ,  i f  you 

look fur ther  i n  the testimony, I th ink  i t  was w i th  well head 

protection zones tha t  actual acreage or the weighted acreage 

was, I think,  613 tha t  the Commission d id  the analysis on. 

Q 
A What was impacted, I think,  through wel l  head 

protection zones, and there was other things, some kind o f ,  I 

guess, transmission l i n e s  or something tha t  the property 

suffered degradation. And I th ink  tha t  i t  expanded the 149 t o  

the 613. 

So t h a t ' s  what was impacted then? 
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Q So the Commission considered more than j u s t  the 

location o f  the wel ls but ac tua l l y  the area impacted by those 

Jell s? 

A Yes. 

Q Okay. I s n ' t  i t  t rue  t h a t  i n  Aloha's 1977 r a t e  

roceeding before t h i s  Commission t h a t  the Commission 

-ecognized the 10 cents per thousand gallons paid t o  an 

inrelated par ty  f o r  ext ract ion o f  water? 

A Yes. 

Q Did the Commission i n  t h a t  case say anything abort, 

ve're approving t h i s  because i t  i s  an unrelated party? Did 

;hey l i m i t  t h a t  t o  unrelated par t ies? 

A I don' t  t h ink  there was - -  the only t h i n g  t h a t  was i n  

;he order - -  could you repeat your question? 

Q Did the Commission i n  any way suggest t h a t  the reason 

they were approving t h i s  or  one o f  the factors i n  approving 

this was t h a t  i t  was an unrelated party? 

A No. 

Q Did the work papers o f  the S t a f f  suggest t ha t  t h i s  

vas because i t  was an unrelated party? 

A No. 

Q Immediately a f t e r  t h a t  case i s  when the u t i l i t y  

started purchasing water from re la ted par t ies ,  correct ,  w i th in  

3 year? 

A For - -  t h a t  was a '77 docket, and I th ink  Tahi t ian 
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,vas signed - - yes. 

Q I n  both cases i t  was approximately a year, give or  

take s i x  months? 

A Began purchasing the water? 

Q Uh-huh - - we l l ,  entered i n t o  the agreement. 

A 

Q Okay. And i n  the F lor ida C i t i e s  case, there had been 

Entered i n t o  the agreement, yes. 

no p r i o r  approval o f  an arrangement w i th  an unrelated t h i r d  

party, had there? 

A 

Q Uh-huh. There had been no approval o f  a s im i l a r  

P r io r  t o  the F lo r ida  C i t i e s  case? 

arrangement fo r  an unrel ated t h i r d  party.  

A I ' m  not aware o f  any docket p r i o r  t o  t h a t  where the 

Commission addressed i t  i n  an order - - 
Q And i s n ' t  i t  t r u e  - -  
A - - other than, you know, approving the '77 docket f o r  

Aloha f o r  t ha t  t h i r d  party.  

Q Okay. But not f o r  F lor ida C i t i es .  F lor ida C i t i e s  

d i d  not have as guidance, f o r  lack o f  a be t te r  word, the f a c t  

t h a t  the Commission had approved a s imi la r  arrangement a t  an 

e a r l i e r  time? 

A 

Q 

Not t o  my knowledge, not f o r  the F lor ida C i t i e s  case. 

I s n ' t  i t  t rue  t h a t  Aloha has re f l ec ted  the payments 

t o  i t s  re la ted par ty  f o r  many years i n  i t s  annual reports t o  

the Commission? 
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A Yes. And I know i n  my depo you asked me that ,  and 

since then I saw - -  when we were down i n  depos i n  Mr. Nixon's 

o f f i ce ,  I reviewed some o f  the annual reports t h a t  re f lected 

tha t .  

Q And the Commission had never taken issue w i th  t h i s  

arrangement since i t s  inception u n t i l  a docket i n  - - wel l ,  an 

order issued j u s t  t h i s  l a s t  year, 2001; i s  t h a t  correct? 

A It was never addressed by the Commission as an issue 

u n t i l  the recent overearnings invest igat ion.  

Q And i n  fac t ,  as l a t e  as 1998 t h i s  Commission 

undertook an invest igat ive audi t  o f  t h i s  company, issued 

interrogatories, issued an audi t  report t ha t  dea l t  w i th  t h i s  

issue, and yet  when the f ina l  order dealing w i th  those audits 

or u t i l i z i n g  those audits came out, there was no adjustment f o r  

t h i s ?  

A Right. S t a f f  d i d  not make tha t  an issue i n  tha t  - -  I 
bel ieve i t  was a 1 i m i  ted proceedings dockets. There was - - two 

o f  them were combined. And during tha t  same time period, we 

had an undocketed overearnings investigation. And we d id  send 

out t ha t  discovery, but we d i d  not make i t  an issue i n  those 

1 i m i  ted proceedings . 
Q Okay. But i t  was discussed i n  the audi t ,  and i t  was 

d i  scussed i n  d i  scovery? 

A It was discussed i n  an audi t  disclosure and i t  was - - 
yes. 

FLORIDA PUBLIC SERVICE COMMISSION 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

974 

Q Okay. I s n ' t  i t  t rue  t h a t  t h i s  u t i l i t y  a t  the time it 

mtered i n t o  those agreements had less than $100,000 i n  

dater - -  net water ra te  base? 

A 

Q 
A 

When they o r i g i n a l l y  entered i n t o  the agreements? 

Uh-huh, w i th  the related par t ies.  

I don ' t  know what the company's f inancial  status was 

a t  t ha t  time. 

Q And i s n ' t  i t  t rue  tha t  the u t i l i t y  had over 

$1 m i l l i o n  worth o f  debt a t  tha t  time? 

A Again, I ' m  not sure o f  tha t .  I don' t  know t h e i r  

f inancial  status a t  t ha t  time. 

MR. DETERDING: Let me catch up t o  where I am. Give 

me j u s t  a minute. 

Q Would you agree tha t  according t o  the case l a w  tha t  

transactions between related u t i l  i t i e s  and related par t ies 

should be judged by t h i s  Commission based upon the market value 

o f  the service provided? 

A I would agree tha t  case l a w  as indicated i n  my 

testimony said t h a t  the court standard - - i t  says tha t  the 

standard t o  use i n  evaluating a f f i l i a t e  transactions i s  whether 

those transactions exceed the going market ra te  o r  are 

otherwise inherent ly unfa i r .  

Q Would you agree tha t  the market value i n  t h i s  case 

i s  - - would be what the u t i l  i t y  could obtain those services f o r  

from an unrelated t h i r d  party? 
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A I n  Aloha's s i tua t ion ,  I th ink  tha t  - -  you know, Aloha 

has a water use permit. Anything below the capacity o f  t h a t  

well I would say t h a t  the market r a t e  f o r  raw water would be 

Mi tche l l .  Anything above t h a t  I would say from testimony since 

I ' v e  been here a t  the hearing t h a t  t h e i r  a l te rna t ive  f o r  

t reated water would be Pasco County. However, I don ' t  t h i n k  

t h a t  Pasco County, even though you asked me tha t  i n  my 

deposition, t ha t  the market r a t e  - -  I t h ink  I said i t  was the 

market r a t e  would be Pasco County. Given fur ther  thought on 

tha t ,  I don ' t  t h ink  t h a t  t h a t  i s  market ra te.  However, I w i l l  

agree tha t  i t  appears i n  short term tha t  above the WUP, I th ink  

the county i s  the u t i l i t y ' s  only opt ion a t  t h i s  po in t .  

Q Okay. Well l e t ' s  t r y  and break t h i s  down a l i t t l e  

b i t .  1978, '77, '78, t h i s  u t i l i t y  i s  looking f o r  a supply o f  

water. It has a s i t u a t i o n  where the Commission approved an 

unrelated transact ion a t  10 cents per thousand gallons; 

correct? 

A It did. 

Q Okay. The u t i l i t y  needs more water. It enters i n t o  

an agreement w i th  a re la ted  par ty  a t  the same cost per 

thousand. Do you agree t h a t  a t  t h a t  t ime tha t  was the market 

ra te  f o r  raw water avai lab le t o  t h i s  u t i l i t y ?  

A I th ink  the M i  t c h e l l  r a t e  i s  the - - t h a t  i s  the 

market ra te  f o r  raw water. However, there 's  - - I would po in t  

out t ha t  i n  the Mi tchel l  agreement, i f  tha t  i s  the market r a t e  
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related par ty  transaction, t ha t  they don ' t  exceed market value 

or they ' re  inherent ly unfa i r  - -  I ' m  sorry, I l o s t  my t r a i n  o f  

thought. Could you repeat that? 

Q I think  you answered my question. 

CHAIRMAN JABER: Mr. Deterding, he asked you t o  

repeat the question. Do you remember what the question - -  
MR. DETERDING: To be honest w i th  you, Commissioner, 

a f te r  that ,  I don' t  remember. 

court reporter read i t  back. 

I f  you want, you can have the 

CHAIRMAN JABER: Mr. Fletcher, do you want the 

question repeated back? 

THE WITNESS: Yes. 

(Requested question read back court reporter. ) 

THE WITNESS: Yes, I believe the Mitchel l  r a te  was 

market value a t  t ha t  time. However, I would po in t  out tha t ,  

you know, the Mitchel l  agreement d i d n ' t  have an escalation 

clause - -  provis ion i n  the roya l t y  fee, and the re la ted part ies 

did. I would note tha t  tha t  - -  i t  was d i s t i n c t  differences 

between those agreements. There - - being tha t  there was - - the 

related par t ies  had an escalation clause f o r  the roya l t y  fee, 

and then also I believe the owners, Tahi t ian and Interphase, 

there's also a provision i n  those contracts where they could 

cancel or void the contract w i th in  30 days w r i t t e n  notice. 

There was a d i s t i n c t  difference. 
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And another dif ference between the Mitchel l  and the 

related par ty  agreement i s  under Mitchel l  they could i n s t a l l  a 

10 - acre p l  ant s i t e .  

BY MR. DETERDING: 

Q Okay. Does the agreement say tha t  they w i l l  get tha t  

p lant s i t e  f o r  free? 

A I think the agreement says tha t  they have the r i g h t  

t o  place a 10-acre well s i t e .  

Q 

p l  ant s i t e?  

But i t  doesn't say, you w i l l  not have t o  pay f o r  tha t  

A There's no charge t h a t  I - -  i n  reviewing the contract 

where they - -  other than payment o f  the roya l ty  fee, there 's  no 

other charge - -  other charge f o r  t ha t  - -  placing a 10-acre 

plant s i t e  tha t  I saw i n  the contract. 

Q Well, so you're saying you don ' t  - - you bel ieve tha t  

contract allows them t o  place a 10-acre p lant  s i t e  without any 

addit ional cost, without having t o  acquire tha t  land? 

A Not on my reading. I don' t  - -  

Q 

A I don' t  see there being an additional charge tha t  

They would not have to ,  or  they would have to?  

they have t o  pay a u t i l i t y  based on my reading. Looking a t  Lhe 

provisions o f  the contract, I don' t  see where they have t o  pay 

them more t o  place the 10-acre well  s i t e .  

Q Well, i s n ' t  i t  t r u e  i t  doesn't speak t o  tha t  issue? 

It doesn't say whether you w i l l  have t o  pay f o r  tha t  addit ional 
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plant  s i t e ?  

A What the agreement says i s  they have the r i g h t  t o  

place a 10-acre well  s i t e  on the a l l o t t e d  acreage under the 

agreement. 

Q Okay. But i t  doesn't say whether o r  not they would 

have t o  pay fo r  t h a t  10-acre p lan t  s i t e ?  

A No. 

Q Now, you mentioned the perpetual nature. We have 

been - -  or  Aloha has been ext ract ing water from the Mi tchel l  

property and from the re la ted  pa r t i es '  property f o r  

approximately 23, 24 years: correct? 

A Yeah, i t  sounds about r i g h t .  

Q And what i s  the - - what has been the di f ference thus 

f a r  between the prov is ion i n  the u t i l i t y ' s  agreement w i th  i t s  

re la ted par t ies  and i t s  agreement w i th  Mi tchel l  as f a r  as the 

term o f  the agreement? How has tha t  af fected t h i s  u t i l i t y  thus 

f a r ?  Let me rephrase the question. Maybe make i t  a l i t t l e  

easier on you. 

I s n ' t  i t  t r u e  t h a t  there has been no di f ference as 

f a r  as the e f f e c t  o f  t h a t  - -  the di f ference i n  terms between 

the re la ted  par ty  and the unrelated par ty  agreements on t h i s  

u t i l i t y  thus f a r  i n  t h a t  24-year period? 

MR. JAEGER: Chairman Jaber, I ' m  going t o  object 

because he confused me. One time you were t a l k i n g  about the 

length o f  time, and then the  next time you j u s t  said "terms." 
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r e  you t a l k i n g  about time? 

MR. DETERDING: I apologize. I'll c l a r i f y ,  Ralph. 

IY MR. DETERDING: 

Q You said there was d i s t i n c t i o n  because one was a 

Ierpetual agreement and one had a cancel 1 a t i on  agreement. 

A Correct. 

Q How have those provisions af fected t h i s  u t i l i t y ' s  

iccess t o  water i n  the l a s t  24 years? Have they had any 

Zffect? 

A Well, the re la ted  par ty  agreements, even though the 

lave t h a t  cancel la t ion provis ion i n  there - -  we l l ,  f o r  the 

iwners, they haven't done so. So I don ' t  see - -  but  there was 

a potent ia l  f o r  tha t ,  but  I guess no e f f e c t  t h a t  I see. I 

nean, they haven't canceled the agreements; however, there 's  

always t h a t  po ten t ia l  t ha t  they can. 

Q Okay. The u t i l i t y  has an interconnect w i th  Pasco 

:ounty, does i t  not? 

A Yes, i t  does. 

Q And i t  i s  buying o r  preparing t o  buy large quant i t ies  

i f  i t s  water from Pasco County; correct? 

A Right. 

Q And does i t s  arrangement w i th  Pasco County have a 

30-day cancel la t ion provision? 

A No. 

Q It has no cancel lat ion provision? 
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A My understanding i s  tha t ,  you know, Aloha i s  a bulk 

dater customer, and there i s  no - - the county, i f  they were t o  

cease service o f  t ha t  bulk water, they would have t o  probably 

go through a publ ic  - -  they would have t o  go through a publ ic  

hearing t o  do so. And based on discussions wi th  the counties 

I 've had, there would have t o  be extraordinary circumstances. 

I f  a bulk water customer i s  not past due on t h e i r  b i l l ,  they ' re  

current, f o r  them t o  go t o  publ ic  hearing t o  the county i n  

order t o  cease tha t  service. 

Q Well, i s  there a wr i t ten  agreement between Aloha and 

Pasco County f o r  t ha t  service? 

A No. They were o r i g i n a l l y  under Pasco County Water 

Authority and tha t  agreement - - or county took them over. And 

I believe the agreement w i th  Aloha canceled or expired i n  1999. 

And i t ' s  j u s t  - -  there 's  no wr i t t en  agreement anymore. They 

are j u s t  a bulk water customer o f  the county. 

So the county could cancel and refuse service t o  t h i s  Q 
u t i l i t y  a t  any time? 

A Based on my - -  they could refuse service, I guess, 

given a cer ta in  set o f  circumstances. 

t h e i r  payment, they could do it. But based on my discussions 

with Pasco County Doug Bramblett (phonetic), he was saying - -  
my discussions w i th  him i s  there would have t o  be extraordinary 

circumstances f o r  them t o  cease bulk water purchase - -  the sale 

o f  bulk water, treated water t o  Aloha, i f  they are current on 

I f  they are l a t e  on 
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woul dn ' t not cease the service. 

Q A1 1 r i g h t  . Extraordinary c i  rcumstances, woul d tha t  

include Pasco County needing the water f o r  some other purpose? 

A That I don' t  know. He d i d n ' t  define that .  

Q 
A 

So you don' t  know what tha t  means? 

I don' t  know what he meant by "extraordinary 

circumstances, " but I do remember him saying t h a t  they would 

not cease - - i t  wouldn't be a t  a whim. They would have t o  have 

speci f ic  reasons t o  cease the service. 

Q Had the pr inc ipa ls  o f  Tahi t ian or  Interphase 

suggested tha t  they would discontinue service on a whim? 

A I ' m  not sure what - -  a whim was - -  no. Your use o f  

the word "whim," no. 

that .  I j u s t  remember seeing i t  i n ,  what, Steve Watford's 

d i rec t  testimony? I f  the roya l ty  fees were not recognized, I 

guess tha t  they would cancel. Something l i k e  tha t  he would - - 
the related par t ies  would cease the agreement, I guess, i f  they 

d i d n ' t  - -  were not paid. 

I don' t  remember seeing anything l i k e  

Q So i n  other words, i f  the u t i l i t y  broke the contract? 

A Right. But nothing a t  a whim, no. But they could do 

under the agreement, though. I would s tate t h a t  since they 

have tha t  clause, they don ' t  have t o  have a reason, but they 

could do i t  a t  a whim. 

Q As could the county: correct? 
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A No. This i s  as t o  the re la ted part ies.  

Q Well, I ' m  asking you also as t o  the county; correct? 

[hat i s  t rue  also as t o  the county? 

A I don' t  th ink tha t  they could do i t  a t  a whim. Like 

1 say, Douglas Bramblett t o l d  me they would not cease t o  

service a t  a whim. That's my discussion wi th  him, my 

inderstanding from him, tha t  they would not do i t  a t  a whim. 

4nd I actua l l y  asked him that ,  the words " a t  a whim," you would 

l o t  do tha t .  You would have t o  be l a t e  on your payment or 

i ther  extraordinary circumstances. 

Q 

A I don' t  know. 

Q 

Who makes tha t  decision f o r  the county? 

So you don ' t  know i f  i t ' s  M r .  Bramblett who would 

nake such a decision? 

A Not him spec i f i ca l l y .  I don' t  know i f  he would. 

Q Okay. And there i s  no wr i t t en  document, no wr i t t en  

:ontract t ha t  expresses the terms under which they would 

j iscontinue tha t  service, i s  there? 

A There i s  no wr i t t en  agreement wi th  Aloha and Pasco 

:ounty. Well, now, whether there 's  anything else, I ' m  not 

3ware o f .  

Q And there i s  no provision, any ru le ,  tariff, or 

irdinance o f  the county tha t  suggests under what conditions 

they would or would not discontinue service t o  Aloha? 

A I ' m  not aware o f  any wr i t t en  document. Like I said, 
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iust based on discussion w i th  Douglas Bramblett, they would 

lave t o  have a publ ic hearing t o  cease the bulk water customer 

iervi ce. 

Q Okay. 

A I ' m  sure t h a t ' s  w r i t t en  i n  t h e i r  county provisions or 

iomething somewhere. 

Q 

r o v i  sions? 

Why are you sure t h a t ' s  w r i t t en  t h e i r  county 

A I take tha t  back. I don' t  know i f  i t  i s .  

Q I s  Mr. Bramblett an attorney? 

A I don' t  know whether he i s  or not. 

Q Okay. Have you done any research about the legal 

i b i l i t y  o f  the county t o  discontinue service t o  Aloha f o r  any 

-eason? 

A Just w i th  my discussion 

zest i f ied e a r l i e r  here, nothing e 

Q Would you consider t h a t  

i b i l i t y  t o  do so? 

A Legal research? 

Q Uh-huh. 

w i th  Doug1 as Brambl e t t  tha t  I 

se. 

legal research i n t o  t h e i r  

A I ' m  not a lawyer. I don' t  - -  
Q So would you consider t h a t  legal research, your 

jiscussions wi th  Doug Bramblett on the phone? 

A I wouldn't consider i t  legal research. 

Q Would you agree t h a t  the u t i l i t y  has provided i n  
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response t o  discovery information showing t h a t  i f  the 10 cents 

per thousand gal 1 on charges i s  adjusted f o r  the Commission ' s 

own leverage formula ind icator  o f  i n f l a t i o n ,  t h a t  the charge 

current ly  would be a t  or  below what the 10 cents was a t  tha t  

time - -  a t  the time - -  
A 

Q 

You said leverage formula, you mean p r i ce  index? 

I ' m  sorry, p r i ce  index. I th ink  I d i d  tha t  a t  

deposition too. 

A I remember seeing some discovery there. Again, what 

docket i t  was i n ,  I ' m  not sure when i t  was - - what docket i t  

i s .  I remember seeing u t i l i t y ' s  responses. I believe i t  was 

i n  pa r t  o f  our discovery tha t  you-a l l  sent t o  us i n  par t  o f  

your responses. 

Q What i s  Aloha's a l ternat ive f o r  obtaining water i f  

the re la ted par t ies d i d  discontinue service because Aloha's 

f a i  ure t o  pay the agreed upon pr ice f o r  t h a t  water? 

A Again, under the - -  i t ' s  my understanding tha t  Aloha 

has a water use permit, and i t  encompasses those related par ty  

wells. So they d e f i n i t e l y  - -  based on discovery tha t  we sent 

out t o  SWFWMD, they could explore the opportunity o f  

i n s t a l l i n g ,  t ransferr ing the withdrawal a l loca t ion  l i m i t s  o f  

those wel ls i f  the re la ted part ies cease the agreements t o  

other areas w i th in  the Seven Springs water system. And t h a t ' s  

again up t o  the maximum o f  the WUP or I guess j u s t  - -  excuse 

me, j u s t  re lated - - spec i f i ca l l y  j u s t  t rans fer r ing  whatever the 
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WUP l i m i t s .  They got t h i s  WUP, and they have several wells, so 

whatever the speci f ic  capacity o f  each o f  those wells, 

t ransferr ing them t o  some other s i t e  w i th in  t h e i r  service area. 

They d e f i n i t e l y  could do tha t  as f a r  as - -  i t ' s  an option t o  

them. 

Q Okay. You say, "they d e f i n i t e l y  could do tha t . "  Do 

you know whether or not such moving o f  wel ls or moving o f  

permits would be approved by the Water Management D i s t r i c t ?  

A Well, l e t  me rephrase that .  They d e f i n i t e l y  can 

explore tha t  option. I don ' t  know about the - -  l e t  me restate 

t h a t  p r i o r  answer. 

They d e f i n i t e l y  could explore tha t  option. 

But you don ' t  know whether they could get approval Q 
f o r  such a proposal? 

A Well, I don' t  know. Based on the response we got 

from SWFWMD as f a r  as approval from them, I can ' t  say f o r  

certain,  but i t  appears tha t  t h a t ' s  d e f i n i t e l y  an option tha t  

i t  can explore. I don' t  know. I ' m  not employed w i th  them, and 

I don' t  know a l l  the permit t ing requirements as f a r  as 

whether they absol u te l  y woul d approve i t  or 

there may be other considerations, you know, 

s from DEP. I can' t  speak f o r  those 

modifying the WUP, 

not, or, you know, 

i n s t a l l i n g  new we1 

agencies . 
Q But they would have t o  go t o  DEP and the Water 

Management D i s t r i c t  f o r  permit t ing re1 ated t o  moving those 
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wells, would they not? 
A I believe so, yes. 
Q Okay. And isn't it true that what the Water 

Management District witness said yesterday was that they would 
consider any such a proposal? 

A He said that they would consider that proposal as 
long as the newly installed wells did not cause new additional 
groundwater withdrawal impacts. 

Q Okay. And he agreed that they would consider any 
proposal put before them re1 ated to water withdrawal s;  correct? 

A 
Q 

I believe that's correct, yeah. 
Okay. But he didn't say they would approve or likely 

to approve or any such thing, did he? 
A I don't think. I don't think so. I can't recall. I 

don't know whether he did or not on that. 
Q Okay. Isn't is true that the utility would incur 

costs related to permitting at both the DEP and the Water 
Management District i f it pursued that option? 

A Of course. 
Q And it would incur costs related to engineering fees 

for that work as well, would it not? 
A I bel ieve so. 

Q And it would incur costs related to drilling and 
equipping new plants, would it not? 

A Drilling the wells? Yes. 

FLORIDA PUBLIC SERVICE COMMISSION 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

987 

Q 
A 

Q - -  pu t t i ng  i n  bui ld ings.  

A 

Q 

D r i l l i n g  wells, pu t t i ng  i n  pumps - -  
Whatever the f a c i l i t y  - -  yes. 

Whatever i s  required, yeah, t o  t rans fer  t ha t  we l l .  

And t h a t  wouldn't include moving anything from the 

t x i s t i n g  locat ions because both the Mi tchel l  and the re la ted  

Darty agreement suggests tha t  the equipment t h a t  i s  there i s  

the property owner's when the u t i l i t y  ceases u t i l i z i n g  it, does 

it not? 

A Yes. 

Q Do you have any idea what the cost o f  such a proposal 

t o  move one o f  those wells, much less four o f  them, would be? 

A I don' t  know what i t  would cost. 

Q Now, i f  I assume - - we1 1, you t e l l  me. Do you know 

dhether the Water Management D i s t r i c t  would consider as a good 

reason f o r  re locat ing a well  the f a c t  t h a t  the  u t i l i t y  could 

save 20 cents per thousand gallons on the purchase o f  t h a t  

dater? 

A Could you repeat tha t?  

Q Do you bel ieve t h a t  the Water Management D i s t r i c t  

~ o u l d  consider as a sound basis f o r  mov' ng wel l  locat ions the 

fac t  t h a t  the u t i l i t y  could save 20 cents per thousand gallons 

on the purchase o f  t ha t  water? 

A I would have t o  defer t h a t  t o  SWFWMD. I don ' t  know. 

Q Okay. Now, i f  the u t i l i t y  cannot - -  you o f f e r  a 
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couple of options.  One being this relocation of wells. Let's 
assume for the moment t h a t  t h a t  would either be not permittable 
or would be more expensive t h a n  staying where they are and 

complying w i t h  the contract. What i s  the other alternative 
available t o  this u t i l i t y ,  or w h a t  other alternatives are 
available t o  this u t i l i t y  i f  t h a t  occurs, i f  they can no longer 
acquire t h a t  water from the related party? 

A 

Q 

As far as getting raw water? 
Getting raw water, getting treated water, getting 

water t h a t  i t  can utilize. 
A Well, assuming t h a t  they explore t h a t  option and they 

can't - -  a u t i l i t y  explores the option of - -  I got your 
question. You're saying i f  they can't relocate the wells, w h a t  
is  their option? 

Q Correct. 
A Well, I guess i t  appears t h a t  the only option right 

now as far as getting water is  t o  purchase from Pasco County. 

Q And the price from Pasco County is substant ia l ly  

higher, would you agree, t h a n  the current costs t h a t  the 
u t i l i t y  incurs i n  obtaining and treating the raw water through 
the re1 ated party agreement? 

A Yes. 

Q Do you know of any other available sources besides 
Pasco County under t h a t  scenario t h a t  they could not move the 
wells and could no longer obtain i t  from the related party? 
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A I know of no other source. Not for the short term, 
no. 

Q And you've heard t h a t  the u t i l i t y  is  exploring other 
alternatives for the long term; correct? 

A Right. T h a t ' s  why I stated i t  t h a t  way. 

Q I sn ' t  i t  true t h a t  the u t i l i t y  has responded i n  

discovery t h a t  i t  i s  wi l l ing  t o  do the treatment i tself  and 

sell water t o  Aloha - - treated water t o  Aloha a t  less t h a n  - - 
s l igh t ly  less t h a n  w h a t  the county i s  selling the u t i l i t y  

treated water for? 
A Yes, I t h i n k  they proposed t h a t .  
Q I'm sorry. T h a t  t h a t  the related party is  - -  I want 

t o  make sure I got  the question. The related party is  wi l l i ng  

t o  sell treated water t o  Aloha a t  s l ight ly  less t h a n  - -  
A Yeah, that 's  w h a t  I understood. Yes, that ' s  w h a t  I 

under s tand.  
Q Would you agree t h a t  the price paid t o  Pasco County 

for treated water is  the market value for treated water t h a t  
Aloha can obtain? 

A No. As I said earlier i n  one of my answers i s ,  you 

asked me t h a t  a t  deposition, I believe, t h a t  I sa id  i t  was 
market. And upon further review, right now, I see t h a t  that ' s  
being the only opt ion.  And since i t ' s  a monopoly, I d o n ' t  

t h i n k  you can really say t h a t  that 's market value. I mean, 
i t ' s  just one source, and market value, I guess, that ' s  defined 
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is, you know, a p r ice  set i n  a competitive environment. So 

:hat's what i t  i s  current ly,  my understanding, t h a t  t h a t ' s  the 

i n l y  source current ly  avai lable tha t  can read i l y  provide 

:reated water t o  A1 oha. 

Okay. And since you agree tha t  i t  i s  the only Q 
;ource, why i s  tha t  not market value? Aren ' t  you saying tha t  

:he raw water issue i s  market from the unrelated - -  the cost 

l a i d  t o  the unrelated par ty  indicates market f o r  raw water? 

A Like I said, the county, they ' re  a monopoly. They're 

:he only  option there. I stated tha t  the raw water a t  the 

l i t c h e l l  r a te  i s  market. You have Mitchel l  ; you have Tahit ian; 

iou have Interphase. There's not j u s t  one there. I mean, I 

guess there 's  options tha t  are available. There's no monopoly, 

[ guess, i n  the raw water. 

Q So you're going t o  - - 
COMMISSIONER PALECKI : Mr . F1 etcher - - 
MR. DETERDING: I apologize. 

COMMISSIONER PALECKI : - - l e t  me j u s t  see i f  I have 

th is  s t ra igh t .  Are you saying tha t  because you don ' t  - -  under 

the circumstances here i n  Aloha's t e r r i t o r y  and the fac t  tha t  

the Water Management D i s t r i c t  i s  requir ing t h a t  they get - -  
nake outside purchases, and there 's  only one provider, Pasco, 

w e  you saying tha t  there 's  not t r u l y  a f ree market and 

therefore you cannot cal cul ate a market pr ice? 

THE WITNESS: Correct. 
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COMMISSIONER PALECKI : Thank you. 

BY MR. DETERDING: 

Q And yet you're saying tha t  when you judge the market 

f o r  raw water, there are more than one al ternat ives because 

there are the re la ted par t ies.  So you're saying, you could - -  
the option o f  the re la ted par ty  and what tha t  re la ted par ty  

charge indicates market as well as the one p r i ce  from an 

unrelated party; correct? D idn ' t  you j u s t  t e l l  me there were 

more than one option f o r  raw water? 

A 

raw water. 

Q 

I d id  t e l l  you there was more than one option f o r  the 

And those options are Mitchel l  and the re la ted party; 

correct? 

A 

Q 

And the re la ted part ies,  yeah, those three. 

So the d i s t i n c t i o n  i s  tha t  i n  t h i s  case, i n  the case 

o f  raw water, t ha t  there i s  more than one option, and the other 

options are the re la ted part ies.  So t h e i r  p r i ce  t h a t  they 

~ o u l  d charge i s par t  o f  what determines market V a l  ue? 

A 

Q 

I ' m  not sure I ' m  understanding your question. 

Well, you've drawn a d i s t i n c t i o n  between the purchase 

D f  raw water and treated by saying i n  the t reated water 

s i tuat ion there's only one option and t h a t ' s  Pasco County. I n  

the raw water s i tua t ion ,  there i s  an unrelated par ty  and there 

are two related par t ies,  so tha t  tha t  i s  ind ica t ive  o f  market, 

3ut what i s  ind ica t ive  o f  market, the charges o f  both the 
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re1 ated and the unrelated part ies;  correct? 

A Did you ask me tha t  a l l  three o f  t h e i r  rates are 

ind icat ive o f  what the market i s ?  

Q I s n ' t  t h a t  what you j u s t  said i n  response t o  my 

question about the d i s t i nc t i on  between the market f o r  r a w  and 

the market f o r  t reated water? 

A I would say, yes, the Mi tche l l ,  Interphase, and 

Tahitian, t h a t ' s  the market f o r  raw water f o r  - -  or  t h a t ' s  the 

narket avai lable t o  Aloha f o r  raw water. 

CHAIRMAN JABER: Mr. Fletcher, may I ask a question 

t h i s  way? Because I th ink  you're - -  I don ' t  know i f  you're 

using the word "market" loosely t o  put i n  f o r  a terminology 

tha t ' s  used now i n  competitive p r i c i n g  mechanisms. So f o r  

purposes o f  your answers, how i s  i t  you define the market? 

Vhat determines the word "market" f o r  you? 

THE WITNESS: Market - -  market value, I ' m  sorry, 

Chai rman. 

CHAIRMAN JABER: Well, you've used "market" i n  two 

d i f fe ren t  contexts. You've used market i n  saying there i s  the 

a v a i l a b i l i t y  o f  t h i s  resource, and you've ca l led tha t  the 

market. And then you've used market i n  conjunction w i th  pr ice,  

market pr ice.  So my question t o  you i s ,  what i s  i t  you th ink  

the word "market" means when you're using i t  i n  conjunction 

with what's happening i n  treated water and w i th  what's 

happening i n  conjunction wi th  raw water? I th ink  t h a t ' s  what 
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4r. Deterding i s  t r y i n g  t o  understand. What i s  your 

j i  s t i  n c t i  on? 

THE WITNESS: I guess i t  would be the a l ternat ives o f  

vhat service or  products you ' r e  1 ooki ng a t .  

CHAIRMAN JABER: A l l  r i g h t .  So do I understand your 

testimony t o  be because i n  t reated water there are several 

sources - -  
THE WITNESS: Excuse me, raw water. 

CHAIRMAN JABER: Raw water there are several sources 

w a i l a b l e  t o  Pasco County, you bel ieve there 's  an adequate 

narket, and there i s  a market pr ice.  

THE WITNESS: I bel ieve there 's  a market p r i c e  f o r  

the raw water f o r  Aloha because they have the opt ion o f  

q i t che l l ,  they have the opt ion o f  Tahi t ian and Interphase f o r  

the raw water under t h e i r  WUP capacity. 

Above tha t ,  I don ' t  t h ink  t h a t  there i s  a market f o r  

treated water because there i s  only one vendor - - I guess you 

zould say there i s  only one opt ion avai lable t o  them i s  Pasco 

:ounty. 

CHAIRMAN JABER: Mr. Deterding, i s  t ha t  what you are 

t r y ing  t o  obtain? 

MR. DETERDING: I t h i n k  so. Thank you, 

4adam Chai rman. 

3Y MR. DETERDING: 

Q You say there i s  no market because there 's  on ly  one 
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supplier f o r  treated water; i s  t ha t  r i g h t ?  There i s  no market 

price? There i s  no way t o  determine what the market p r ice  - -  
A There i s  no market value - -  
Q Okay. 

A - - f o r  the treated water. 

Q And the market value i s  $2.35 per thousand gallons? 

A That's the pr ice  - -  I ' m  saying $2.35 i s  the p r i ce  

that  Pasco County charges, and I ' m  saying tha t  t h a t ' s  not 

market value because Aloha - - I mean, Pasco County i s  a 

monopoly. And t h a t ' s  why I ' m  saying i t ' s  not market value, b 
that  i s  the charge tha t  Pasco County - -  

Q Okay. What other options f o r  purchasing treated 

water are avai 1 ab1 e t o  A1 oha besides Pasco County? 

It 

A There's no current ly  avai lable tha t  they can read i l y  

accept i t  other than your proposal t ha t  i n  the fu ture t h a t  

re lated par t ies may s e l l  t reated water, but t h a t  doesn't 

current ly ex is t .  I mean, they can ' t  read i l y  provide tha t  t o  - -  
well, I guess - - wel l ,  they have the wells. Currently, I don' t  

see tha t  there 's  any other source f o r  treated water. 

Q And you mentioned the re la ted party o f f e r  t o  s e l l  a t  

s l i g h t l y  less than Pasco County. That 's the other al ternat ive;  

correct? 

A 

Q 

That ' s what I 've heard proposed. 

Okay. What about New Port Richey or Port  Richey or 

any o f  the other c i t i e s  around - -  nearby? Do you know whether 
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or  not they s e l l  bulk water, t reated water? 

A I don ' t  know whether they - -  
(Pause. ) 

Would you agree t h a t  i t  i s  appropriate f o r  t h i s  Q 
u t i l i t y  t o  go w i th  the most cos t -e f fec t i ve  a l te rna t i ve  i t  has 

f o r  obtaining water tha t  i t  can use i n  providing service t o  i t s  

customer? 

A I th ink  i t  would be prudent f o r  a u t i l i t y  t o  - -  i n  

i ncu r r i ng  expenses, any expense t h a t  they t r y  t o  go w i t h  the 

most cost - e f f e c t  i ve choi ce . 
Q And tha t  includes, i n  your opinion, even i f  t h a t  i s  

an i n t e r r u p t i b l e  source? I n  other words, i f  the  source t h a t  i s  

the cheapest i s  one tha t  has a cancel lat ion provision? 

A 

Q 
I ' m  sorry, can you repeat tha t?  

Well, would you agree t h a t  the u t i l i t y  should go w i th  

the most cos t -e f fec t i ve  choice even i f  i t  i s  an in te r rup t i b le ,  

even i f  i t ' s  one tha t  can be canceled or a source tha t  can be 

canceled on r e l a t i v e l y  short notice? I n  other words, the 

cheaper regard1 ess o f  whether i t  ' s an i n t e r r u p t i b l e  source? 

A I would th ink  it would be more prudent t o  have one 

t h a t  was not i n te r rup t i b le .  I mean, you j u s t  have t o  weigh a 

cost -benef i t  analysis. You j u s t  have t o  look a t  your options, 

and f o r  i n t e r r u p t i b l e  - - i f  you could pay a 1 i t t l e  b i t  more, I 

guess - -  I ' m  sorry, I ' m  j u s t  not - -  I guess I ' m  not 

understanding the question. 
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Q Well, I'm asking you whether or not what 's  more 
important, interruptible or 1 ack o f  an interruptible source, or 
the cost of the source of the water? Isn' t  i t  more important, 
i n  your mind, t o  go w i t h  the cheapest source of water? 

A Well, I t h i n k  you'd have t o  look a t  cheaper. You 
zouldn ' t  just look a t  the short term, you'd have t o  look a t  
long term. And, you know, you could get - -  given the right set 
Df circumstances, over the long range you may choose something 
that i n  the short term maybe cost higher but  i n  the long run - -  
say, i f  you had an uninterruptible source and then you had an 
interruptible source where, you know, they could throw you o f f ,  

and then you would not provide t h a t  particular service, and 

then you have t o  go pay money i n  order t o  get i t  from another, 
and i t  could be higher, so you would have t o  look a t  long run, 
so you have t o  look a t  the set of circumstances. 
real l y  answer t h a t .  

I can't 

You have t o  give me a set of circumstances or - - you 

know, because i t  could be i n  the short term i t  could be higher, 
b u t  i n  the long run i t  could work out  t h a t  you would want the 
u n i  nterrupti bl e source. I don ' t know. 

Do you recall my tak ing  your deposition on Q 
November 20th  of last year - - November 30th? I ' m  sorry. 

A November 30 th ,  yes. 
Q I f  you ' l l  look on Page 83 of t h a t  deposition 

transcript - -  do you have t h a t  w i t h  you? 
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A Yes. Eighty- three? 

Q Yes. And I ask you a t  Line 8, "Question: You 

Delieve they have t o  have an un in te r rup t ib le  source o f  water? 

Answer: I would say, yes, as a r e l i a b l e  source o f  

dater. I f  i t  can be in ter rupted a t  a whim, I guess t h a t ' s  - -  
the u t i l i t y  would need t o  look f o r  a l t e rna t i ve  sources. 

nean, tha t  would put them i n  a bind. I would agree i f  Pasco 

:ounty can say, hey, we're no longer going t o  s e l l  water t o  

you. So I th ink  i t  would be good maybe t o  explore a l te rna t ive  

sources o f  water. 

I 

Question: Even i f  they cost more? 

Answer: Well, I th ink  you would have t o  look a t  the 

nost cos t -e f fec t i ve  method. I mean, you can explore them. I 

guess the most cos t -e f fec t i ve  choice would - -  I assume t h a t  the 

J t i l i t y  would decide t o  go with.  

Question: The cheaper regardless o f  whether i t  i s  

in te r rup t ib le?  

Answer: Would decide t o  go with.  I would say you 

dould decide t o  go w i t h  the most cos t -e f fec t i ve  choice. 

Question: Which means the cheaper choice even i f  

i t ' s  i n te r rup t i b le?  

Answer: The most cos t -e f fec t i ve ,  I guess tha t  would 

be cheaper. 'I 

I s  t h a t  an accurate representation o f  the questions 

and answers posed t o  you? 
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A Yes, t h a t ' s  what I said. 

Q 

A 

And you stand by tha t  answer? 

I stand by tha t  answer. And what I meant by 

"cheaper" i s  you have t o  look a t  short term and long term, too, 

i s  what I meant, I guess. That 's the only th ing  I need t o  

c l a r i f y  by what I said by "cheaper." You need t o  take i n t o  

consideration long term and short term. 

Q Did you say anything about weighing those options i n  

your answers t o  my question i n  your deposition? 

A Weighing the options o f  looking a t  short term or long 

term? 

Q Uh-huh. 

A No, I j u s t  said "cheaper." And how I ' m  def in ing 

"cheaper" - -  and I guess I could have elaborated, but I d i d n ' t  

but I ' m  elaborating now. What I mean by "cheaper" i s  t h a t  you 

have t o  look a t  short term and long term. 

MR. DETERDING: Give me j u s t  a minute. 

I want you t o  assume tha t  i n  1977 Aloha had a d e f i c i t  Q 
i n  retained earnings o f  $150,000, had revenues o f  $225,000, an 

operating loss o f  $30,000, and ra te  base o f  $200,000. You got 

a p ic tu re  here o f  what I ' m  t a l k i n g  about? 

A Okay. 

Q And tha t  they had long-term debt o f  $1.5 m i l l i o n .  

Now, under those f inancial  conditions, do you believe the 

u t i l i t y  was l i k e l y  able t o  obtain money from a t h i r d  par ty  i n  
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order to finance the construction of wells or purchase of land? 
A I don't know what was available to them - - 
Q Okay. 
A - -  at that time. I mean, the owner of the utility - -  

I know Lynnda Speers has - - she has two long-term debt issues. 
I don't know what - - yeah, two- long term debt issues to finance 
through a reuse project. I can't remember if - -  I'm assuming 

the she was the owner at that time. She could have - -  that was 
source that they could have gone to if that's what you're 
saying. Even with that financial condition, I guess - -  I'm 
assuming that Lynnda Speers could have considered something 
like that if she was the owner at that time. I'm not - -  

Q And you don't know if she was the owner at that t me? 
I don't know whether she was or not. Maybe the owner A 

of the company could have personally done it. I don't know. 
Q So in other words, somebody could have subsidized 

this utility by the granting of debt that would not otherwise 
be available to this utility from a third party source. 
that what you're saying? 

Is 

A I wouldn't say "subsidize." I mean, I'd say they can 
make an investment in their utility. 

Q Well, let's assume for the moment that this utility 
has to go to the financial markets in order to obtain financing 
for construction or purchase of land and for construction of 

t, a $30,000 facilities. Do you believe with a $150,000 defic 
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xrrent loss, and over $1.5 million i n  current debt t h a t  they 
vould be able t o  do so? 

A Given t h a t  hypothetical, I d o n ' t  t h i n k  i t ' s  favorable 
tha t  they would get a loan,  bu t  I'm not a banker. So i t  

joesn't look favorable t o  me given t h a t  financial rendition. 

Q Okay. Do you know w h a t  the status of the water 
"esource a v a i l a b i l i t y  i n  this area was a t  the time? Are you 

jenerally familiar w i t h  t h a t  from PSC orders or review of PSC 

Irders? 
A What the status of what?  

Q 
A 

Q Well, l e t  me be a l i t t l e  more specific. Isn't i t  

true t h a t  the Commission a t  t h a t  time issued several orders 
tha t  referred t o  the emergency water s i tuat ion i n  the Pasco 
:ounty U.S. 19 corridor around t h a t  time? 

A 

O f  the water resource i n  this area i n  1977, '78. 

I'm not sure I understand w h a t  you mean by "status." 

I t h i n k  we got some discovery from the u t i l i t y  where 
they listed some orders t h a t  contain t h a t  information or 
something t h a t  - - I d o n ' t  know what the orders speak o f ,  b u t  

3ccording t o  the u t i l i t y .  

Q 
A I may have, but I d o n ' t  recall what  - - I d o n ' t  know 

Mhat they - -  I can't recall w h a t  the orders contained i n  them. 

Q 

Did you look a t  those orders? 

Did you consider i n  your determination of wha t  the 
appropriate th ing  for this company t o  have done i n  1978 - -  d id  
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you consider that situation that was posed to you in that 
response to discovery? Did you consider that - -  what was 
termed an emergency situation by this Commission at that time 
in making your determination of what this utility should have 
done in 1978? 

A 
Q Right. 
A 

test i mony . 
Q 

Did I consider it as part of my testimony here? 

I did not look at those orders in preparation of my 

So you didn't give any consideration to the 
circumstances that were outlined in those orders concerning the 
saltwater infiltration that was existing in many areas around 
Aloha's territory at that time? 

A Are you asking did I take that into consideration in 
my testimony, what the conditions were? 

Q Correct. 
A 
Q Correct. 
A 

test i mony . 

And what was contained in those orders? 

Again, I didn't look at those orders in preparing my 

Q Okay. But don't you agree that if those emergency 
situations existed that many wells were going bad in that area, 
that it would have been prudent for Aloha to consider that in 
deciding whether to purchase a piece of land and sink large 
sums o f  money into the construction o f  permanent wells at that 
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ti me? 

A Again, I don' t  know the exact status o f  - -  i f  tha t  

was the case. I f  you're asking i t  as a hypothetical should - -  
Q Yes, i f  tha t  were the case. Wouldn't i t  have been 

prudent f o r  A1 oha t o  consider those i ssues i n  determi n i  ng 

whether or not i t  should sink large sums o f  money i n t o  the 

construction o f  wells a t  t h a t  time? 

A Well, I th ink  they can do a cost -benef i t  analysis 

o f  - -  i f  tha t  was the case, they needed t o  explore the 

conditions a t  the time and do what they th ink,  you know, a f t e r  

they run the cost-benef i t  analysis and make t h e i r  choice. I 

mean, they have got t o  look a t  the conditions a t  the time or  

whatever and any expense tha t  they are going t o  incur. 

imagine they ' re  going t o  analyze that .  They would take tha t  

i n t o  e f f e c t  i f  tha t  was the case back then. 

I 

Q And they d i d  tha t ,  d i d n ' t  they? 

A Did they do tha t  when they entered i n t o  the 

arrangements? 

Q Yes. 

A I don' t  know i f  they d id  i t  a t  the time o f  the 

arrangements. I don' t  know when they entered i n t o  the relatec 

par ty  agreements. I don ' t  know. I don' t  know what the 

management d i d  a t  the time they executed the arrangements, what 

analysis tha t  they performed. 

Q Okay. So i f  t h i s  u t i l i t y  i s  no longer able t o  pay 
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its related party for obta in ing  raw water and treating t h a t  
vater, then the only immediately available alternative t o  this 
i t i l i t y  is  t o  buy water from Pasco County a t  $2.35 a thousand; 
:orrect? 

A Assuming they cannot relocate the wells somewhere 
21se i n  their service area, assuming t h a t  can't be done, 
xrrently the only option f o r  treated water i s  Pasco County. 

Q And do you have any idea how long i t  would take even 
if  they could relocate those wells, how long i t  would take t o  
3ermi t , design, and construct those faci 1 i t ies? 

A I'm not an engineer. I d o n ' t  know. 

Q So the immediately available alternative i s  t o  buy 

Mater from Pasco County a t  $2.35 a thousand? 
A Again, assuming t h a t  they can't transfer the 

dithdrawal allocation limits of those related party wells, I 
dould say - - 

Q Well, again - -  
CHAIRMAN JABER: Let him f inish,  Mr. Deterding. 
MR. DETERDING: I apologize. 

A - -  I would say, yes, t h a t  currently Pasco County 

d be their only option for treated water. 

Q And you would agree t h a t  they could not immediately 
transfer those well permits, construct faci l i t ies ,  and begin 
pumping those as an immediately - -  say, by the end of the time 
this case i s  concluded? 

wou 
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A We're here i n  January now, and I guess the case i s  

going t o  be - - 
Q 

A A p r i l .  So - -  I ' m  not an engineer. I don ' t  know 

I t ' s  scheduled t o  be completed i n  A p r i l .  

low - -  the permit t ing,  how long i t  takes w i th  the permi t t ing 

v i t h  DEP. I don ' t  know. I do know t h a t  they have t o  do the 

iermi t .  They have t o  do the construction. How long t h a t  

takes, I don ' t  know. 

CHAIRMAN JABER: Mr. Fletcher, and i t ' s  okay i f  you 

:an7 answer t h i s ,  you j u s t  need t o  t e l l  me. 

to speculate or  guess. I f  Aloha went t o  DEP and said, we're 

t ry ing  t o  sink new wel ls,  or  we're re locat ing wel ls,  and DEP 

mew there was another opt ion o f  Aloha buying water from Pasco 

Zounty, would they give Aloha a permit f o r  the wells? 

I don ' t  want you 

THE WITNESS: I don ' t  know t h a t  answer. 

CHAIRMAN JABER: Okay. Thank you. 

MR. DETERDING: That 's a l l  I have. Thank you. 

CHAIRMAN JABER: Thank you, Mr. Deterding. 

Commissioners, do you have questions? 

COMMISSIONER PALECKI: No questions. 

CHAIRMAN JABER: S t a f f ,  red i rec t?  

MR. JAEGER: Yes. 

REDIRECT EXAMINATION 

3Y MR. JAEGER: 

Q Mr. Fletcher, I th ink  what you've shown as S t a f f ' s  
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:oncern w i th  t h i s  i n t e r r u p t i b i l i t y ,  the 30-day provision; i s  

that correct? 

A Yes. I think i t ' s  bet ter  t o  have uninter rupt ib le .  

Q D idn ' t  we ask i f  Aloha could get the contracts 

nodified t o  delete the 30-day provision? 

A 

Q 

Did S t a f f  - -  could you repeat that? 

D idn ' t  we ask Aloha i f  it could get the contracts 

nodified t o  delete the 30-day provision? 

A I believe we did. Whether i t  was sent verbal or  

,wi t ten,  I don' t  know, but I believe we did.  

Q 

A No. 

Q 

dho i s  he? 

A 

And what was the u t i l i t y ' s  response? 

Now, you've ta lked about Mr. Bramblett qu i te  a b i t .  

He ' s Pasco County U t i  1 i t y  ' s assi stant admi n i  s t ra to r ,  

I believe i s  h i s  t i t l e ,  or  assistant d i rector .  I ' m  not qu i te  

sure. He's l i k e  the second i n  charge according t o  h i s  t i t l e ,  I 

guess. 

Q And t h a t ' s  why you went t o  him when you had the 

question on bulk rates? 

A Yes. 

Q Going t o  the Mitchel l  agreement, how many acres i n  

the M i  tchel 1 property are avai 1 ab1 e? 

A 

6,700 acres. 

On t h e i r  contract there 's  - -  the a l l o t t e d  acreage i s  
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Q Are there a l i m i t  on how many wells t ha t  can be 

)laced i n  the Mitchel l  property? 

A They can i n s t a l l  as many wel ls as they want given a 

me-acre r e s t r i c t i o n ,  I believe, between the wells. I guess 

that probably would have something t o  do w i th  the well  head 

i ro tec t ion  zones. I ' m  assuming t h a t ' s  why they have t h a t  i n  

there. 

Q There was a whole series on cost-effectiveness, and 

you were t a l k i n g  about the short run, long run. Also, wouldn't 

you have t o  take i n t o  account the escalation clause i n  the 

:ontracts as t o  whether - - i n  a cost -benef i t  analysis? 

A Yes. 

Q F ina l l y ,  i f  rates are not s u f f i c i e n t  t o  cover the 

zost o f  the u t i l i t y ,  i s n ' t  i t  the u t i l i t y ' s  respons ib i l i t y  t o  

f i l e  f o r  a ra te  case? 

A Yes. 

MR. JAEGER: That concludes my redi rect .  

CHAIRMAN JABER: Thank you, M r .  Fletcher. 

THE WITNESS: Thank you. 

(Witness excused.) 

CHAIRMAN JABER: A l l  r i g h t .  S t a f f ,  you hav, 

Exhib i t  16. Without objection, t h a t  w i l l  be admitted i n t o  the 

record. 

(Exhibi t  16 admitted i nto the record. ) 

CHAIRMAN JABER: A l l  r i g h t .  Let me ask the part ies,  
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lave you checked out o f  the hotel? This might be a good time 

;o take a break, 15 minutes, l e t  everyone check out o f  the 

i o te l .  Just so you know, our plan i s  t o  work r i g h t  through 

lunch. We are very op t im is t i c  t h a t  we can f i n i s h  the hearing 

:oday because we have t o  f i n i s h  the hearing today. 

(B r ie f  recess. ) 

CHAIRMAN JABER: Let ' s reconvene the  hearing. 

Is. Espinoza, i s  i t  appropriate now t o  go back t o  M r .  Yingl ing? 

[t ' s my understanding he's avai 1 ab1 e now. 

MS. ESPINOZA: Yes. Thank you. 

CHAIRMAN JABER: A l l  r i g h t .  The Water Management 

I i s t r i c t ,  Ms. Ly t le ,  do you want t o  c a l l  Mr. Yingl ing,  please. 

MS. LYTLE: Yes, ma'am. 

CHAIRMAN JABER: And he has not been sworn; r i g h t ?  

MS. LYTLE: No, he has not. 

CHAIRMAN JABER: M r .  Yingling, I understand you have 

l o t  been sworn. I'll spare you from standing up, but w i l l  you 

*aise your r i g h t  hand. 

(Witness sworn. ) 

CHAIRMAN JABER: Thank you. 

JAY W. YINGLI llG 

vas ca l led  as a witness on behalf o f  the Southwest F lor ida 

l a te r  Management D i s t r i c t  and, having been duly  sworn, 

t e s t i f i e d  as fol lows: 

D I RECT EXAM I NATION 

FLORIDA PUBLIC SERVICE COMMISSION 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21  

22 

23 

24 

25 

1008 

3Y MS. LYTLE: 

Q Could you please state your name, place o f  

2mpl oyment , and empl oyment address f o r  the record. 

A My name i s  Jay Yingling. I ' m  a senior economist a t  

the Southwest Flor ida Water Management D i s t r i c t ,  and the 

3ddress i s 2379 Broad Street, Brooksvi 11 e , F1 o r i  da 34604. 

And d id  you p r e f i l e  testimony o f  19 pages w i th  Q 
,xhibits JWY-1 through 4 i n  t h i s  matter? 

A Yes, I did. 

Q 
A No. 

Q 
A 

Do you wish t o  update or change tha t  testimony? 

Could you b r i e f l y  summarize your testimony f o r  us? 

Yes. I ' m  here today t o  support - -  f o r  the D i s t r i c t ' s  

support o f  the adoption o f  the more water-conserving ra te  

structure f o r  Aloha U t i l i t i e s  tha t  would enhance the a b i l i t y  o f  

the u t i l i t y  t o  come i n  compliance wi th  i t s  water use permit and 

generate any funds necessary f o r  conservation programs needed 

t o  b r ing  the u t i 1  i t y  i n t o  compl i ance. 

I ' m  also here t o  support the use o f  the water p r ice  

e l a s t i c i t i e s  i n  the Waterate model developed by D r .  Whitcomb t o  

estimate changes i n  use i n  revenues tha t  may occur due t o  

changes i n  Aloha's rates. 

MS. LYTLE: A t  t h i s  time, I would ask tha t  the 

testimony o f  t h i s  witness be entered i n t o  the record as though 

read. 
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CHAIRMAN JABER: Yes. The p r e f i l e d  d i r e c t  testimony 

i f  Jay W. Yingl ing shal l  be entered i n t o  the record as though 

nead. 

MS. LYTLE: And I would ask t h a t  Exhib i ts  

I W Y - 1  through 4 be entered. 

CHAIRMAN JABER: We'l l  i d e n t i f y  r i g h t  now as 

,xhibi t  17 JWY-1 through JWY-4. 

(Exhib i t  17 marked f o r  i d e n t i f i c a t i o n . )  
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D I R E C T  TESTIMONY OF J A Y  W .  YINGLING 

Q .  Please s t a t e  your name and  professional address. 

A .  

Q .  Where are you employed? 

A .  

Q .  

A ,  Seni or Economi s t .  

Q .  

A .  

Jay W. Y i ngl i ng , 2379 Broad St ree t ,  Brooksvi'l 1 e ,  F1 ori da , 34604-6899. 

The Southwest Florida Water Management Distr ic t .  

What i s  your position w i t h  the District? 

Please describe your duties i n  th i s  position. 

My duties include economic analytic work i n  support of key District 

research, p l a n n i n g ,  programmatic and  regulatory functions. More 

specifically,  I participate i n  rulemaking ac t iv i t i e s ,  evaluate proposed 

rules,  prepare or supervise the preparation of Statements of Estimated 

Regulatory Costs (SERCs) , prepare or supervise the preparation economic 

analyses of water and l a n d  issues concerning the District  and existing, 

proposed, and potenti a1 Di s t r i c t  programs. Since the development of the 

Memorandum of Understanding (MOU) between the F1 ori da Pub1 i c Service 

Commission (Commission) and. the five water management d i s t r i c t s  (1991) ,  

I have acted as a l i a i son  t o  Commission staff on issues of m u t u a l  

interest  addressed i n  the MOU. This duty has included working w i t h  

Commission and  u t i l i t y  s taff  on water use permittee related rate 

structure and conservation i s u e s ,  attending and presenting a t  u t i  1 i t y  

customer meeti ngs , and providing testimony i n rate heari ngs . 
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I rece ived bo th  B.S. (1982) and M . S .  (1984) degrees i n  Food and Resource 

Economi cs from t h e  Uni ve rs i  t y  o f  F1 o r i  da , My academic trai n i  ng i nc l  uded 

courses on bo th  economic theory  (supply  and demand) and app l i ed  

q u a n t i t a t i v e  ana lys is  (econometrics and s t a t i s t i c s )  . Since March o f  

1987, I have been employed by t h e  SWFWMD, f i r s t  as an economist and then 

as S r .  Economist s ince  June 1991. P r i o r  t o  working f o r  t h e  SWFWMD, I 

worked as a S t a f f  Rules Analyst  f o r  t h e  S t .  Johns R iver  Water Management 

D i s t r i c t .  I have prepared o r  supervised t h e  p repara t i on  o f  dozens o f  

SERCs , numerous a r t i c l e s  , p resenta t ions  and repo r t s  on water resource 

economic issues .  Perhaps most re levan t ,  I was t h e  D i s t r i c t ’ s  p r o j e c t  

manager f o r  t h e  development o f  t h e  Water P r i c e  E l  a s t i  c i  t y  Study 

completed i n  1993 and f o r  t h e  development o f  t h e  Waterate Model. As 

s ta ted  be fore ,  I have a l s o  coord inated w i t h  Commission s t a f f  on r a t e  

s t r u c t u r e  and conservat ion i s u e s  s ince  be fore  1991. I have t e s t i  f i  ed 

bo th  on t h e  beha l f  o f  t h e  Commission and u t i l i t i e s  i n  r a t e  hear ings.  My 

cu r ren t  resume i s  at tached as E x h i b i t  1. 

Why does t h e  D i s t r i c t  promote t h e  use o f  water 

r a t e  s t ruc tu res?  

For t h e  b e n e f i t  o f  a l l  water customers w i t h i n  

D i s t r i c t  promotes t h e  e f f i c i e n t  use o f  water .  

ma in ta in  demand w i t h i n  t h e  l i m i t s  o f  a v a i l a b l e  

3 

conservat ion o r ien ted  

t s  j u r i s d i c t i o n ,  t h e  

The longer  t h a t  we can 

h igh  q u a l i t y  water 
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Q. 
A .  

sources, the longer we can avoid  the higher costs of h a v i n g  t o  develop 

lower q u a l i t y  sources. 

priced i n  a manner t h a t  provides incentives 'for eff ic ient  use. 

Over the years, water price e l a s t i c i ty  stud es have shown t h a t  water 

u t i  1 i t y  customers are responsi ve t o  changes i n  water price.  

s t a t i s t i ca l  studies of u t i l i t y  water demand show t h a t  when the price of 

water increases, demand for water decreases, when a l l  other factors are 

equal (such as weather). Economic theory indicates t h a t  persons respond 

t o  marginal price,  the price o f  the next u n i t  o f  a good purchased. The 

marginal price i s ,  therefore, 

use. 

seasonal l y  scarce resource. 

structures reinforce the concept o f  scarcity and  the need t o  conserve 

through the marginal price of water. 

a d d i t i o n a l  water use or the marginal cost o f  water declines as more 

water i s  used, the scarcity of  h i g h  q u a l i t y  potable water sources i s  not  

adequately ref1 ected and behavioral changes and the a d o p t i o n  of water 

conserving technologies wi 11 be 1 ess 1 i kely t o  occur. 

What i s  the purpose o f  a water conservation oriented rate structure? 

From the District  ' s perspective, the purpose of a water conservati on 

ori ented rate structure i s t o  provide economic incentives t o  reduce per 

capita water use t o ,  or m a i n t a i n  i t  a t ,  a given level .  The primary goal 

For water t o  be used e f f ic ien t ly ,  i t  must be 

Extensi ve 

the appropriate incentive for eff ic ient  

I n  much of the SWFWMD, potable q u a l i t y  water i s  a t  l eas t  a 

Water conservation oriented rate  

If  there i s  no marginal cost for 
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i s  n o t  t o  change or generate a d d i t i o n a l  revenues for a u t i l i t y .  The 

intent i s  t o  provide incentives for conservation w i t h i n  the rate 

structure i t se l  f through mani pu l  a t i  on of fixed and vari ab1 e charges and 

the level or location of marginal prices.  I t  i s  one of a number of tools 

t h a t  can be used t o  reduce or m a i n t a i n  per capita use, and i t  i s  

required i n  Water Use Caution Areas (WUCAs). 

How i s  a water conservation oriented rate structure determined? 

From a permi tti ng perspecti ve, the Di s t r i c t  has used the same gui del i nes 

on water conservation oriented rate  structure since 1993. These 

guidelines are called "Interim Guidelines for Water Conserving Rate 

Structures",  and are attached as E x h i b i t  2 .  I n  essence, the guidelines 

prohibit the use o f  two rate structure forms based on the marginal pricE 

signal.  

use and no gallonage charge, has a marginal price of zero. There i s  no 

a d d i t i o n a l  charge for a d d i t i o n a l  gal  lons used. This structure does not 

ref lect  scarcity and provides no disincentive t o  prof1 i gate use. 

Declining block rate  structures are also not acceptable because the 

marginal price declines as more water i s  used. Such a structure does 

not ref lect  the scarce nature of the resource because the marginal cost 

of water t o  the consumer declines as more water i s  used. 

I n  the l i t e r a tu re ,  many types of rate structures are considered water 

conserving The most common among these are i ncl i n i  ng block, seasonal , 

F l a t  ra tes ,  i n  which  there is  a single fixed charge for water 
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Q. 

A. 

un i fo rm w i t h  a seasonal surcharge, r a t c h e t ,  and excess use charge. A l l  

i n v o l v e  some form o f  h igher  marginal  p r i c e  f o r  water use based on usage 

o r  season. Uni form r a t e s ,  w i t h  a constant marginal p r i c e ,  a re  sometimes 

a l s o  considered a water conserving r a t e  s t r u c t u r e .  To minimize costs  t o  

regu la ted  u t i l i t i e s ,  t h e  D i s t r i c t  w i l l  accept a un i fo rm r a t e  s t r u c t u r e  

when t h e  u t i l i t y  i s  i n  compliance w i t h  per  cap i ta  requirements.  If i t  

i s  n o t  i n  compliance, then a more aggressive r a t e  s t r u c t u r e ,  such as 

those mentioned where t h e  marginal  p r i c e s  increases based on usage o r  

season must be implemented. 

What water use permi t tees a re  requ i red  by r u l e  t o  implement a water 

conserving r a t e  s t r u c t u r e ?  

Pub1 i c  water supply u t i  1 i ti es w i t h  permi t ted  quant i  t i e s  o f  1 0 0 , 0 0 0  

ga l l ons  o r  more t h a t  a re  l oca ted  i n  t h e  Highlands Ridge, Eastern Tampa 

Bay, and Northern Tampa Bay WUCAs. The requirement f o r  u t i l i t i e s  i n  t h e  

Northern Tampa Bay WUCA i s  found i n  Sect ion 7 . 3 . 1 . 2  of t h e  Basis o f  

Reveiw, i n  t h e  Water Use Permit  In fo rmat ion  Manual, P a r t  B ,  which i s  

incorpora ted  by reference as a r u l e  o f  SWFWMD i n  Rule 40D-2.091, F l o r i d a  

Admin i s t ra t i ve  Code. The a u t h o r i t y  t o  r e q u i r e  t h e  use water conserving 

r a t e  s t ruc tu res  and t h e  D i s t r i c t ' s  f l e x i b l e  approach t o  t h e  

implementation o f  t h e  requirement as o u t l i n e d  i n  t h e  " I n t e r i m  Minimum 

Gui de l  i nes f o r  Water Conserving Rate St ruc tures"  were evaluated and 

approved i n  t h e  D i v i s i o n  o f  Admin i s t ra t i ve  Hearings Case No. 94-5742RP 
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Q. 

A .  

commonly referred t o  as the "SWUCA rule challenge. I' The hearing officer 

recognized t h a t  "the general concepts as t o  w h a t  constitutes a water 

conserving rate  structure are we1 1 recognized ' i n  the indus t ry"  ( F i n a l  

Order, p .  799) .  The Dis t r ic t ' s  Guidelines were found t o  be consistent 

w i t h  those general concepts. 

I n  addition t o  the conditions contained i n  the Guidelines, there may be 

other occasions when the Distr ic t  may encourage or require the 

implementation of a water conserving rate structure or the 

imp1 ementati on of a more aggressive water conserving rate  structure.  

One of these occasions would be when the u t i l i t y  i s  violating the water 

q u a n t i t y  limits of i t s  permit and  may cause or contribute t o  harm t o  

water resources. Water conserving rate structures are recogni zed as one 

of a number of reasonable tools t h a t  may be necessary t o  b r i n g  a 

permittee into compliance when water resources are potenti a1 l y  being 

harmed. 

What other guidance is there on the development of water conserving rate 

structures? 

There are other features of a water conserving rate  structure for which 

the District  does not  have specific guidelines. However, the District  

has made a v a i  1 ab1 e additional recommendations t o  permittees and the 

Commi s s i  o n ,  including "Recommendations for Defining Water Conserving 

Rate Structures", by John B .  Whitcomb, prepared for the Southwest 
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Florida Water Management Dis t r ic t ,  August 1999, which is  attached as 

E x h i b i t  3 .  A d d i t i o n a l l y ,  the 1 i terature i s  rich w i t h  recommendations for 

developing water conserving rate structures.  

Associ a t i  on, 1992; Cal i forni a Department of Water Resources, 1988; 

Cal i forni a n  Urban Water Counci 1 , 1997) .  A bi bl  iography of these 

references i s  attached as Exhib i t  4 .  

For example, the fixed charge portion of the b i l l  should be kept t o  the 

mini  m u m  commensurate w i t h  the need for revenue stabi 1 i t y  . 

revenue s t a b i l i t y  can be enhanced w i t h  the establishment of a revenue 

s tabi l izat ion f u n d  while keeping the fixed charges reasonably low. A 

low fixed charge increases the revenue required from gallonage charges 

and  therefore higher gallonage charges. This provides more of a 

disincentive t o  wasteful use and more o f  a reward t o  the customer for 

reducing use. A u t i l i t y  t h a t  purchases a l l  of i t s  water does not need 

t o  be as concerned about revenue s t a b i l i t y  as does a u t i l i t y  w i t h  i t s  

own withdrawals financed by revenue bonds which must be p a i d  regardless 

of the demand for water. 

The marginal price changeb) for a n  inclining block rate  structure 

should be large enough t o  give the customer a n  incentive t o  reduce usage 

t o  the previous block. The higher or l a s t  block(s) thresholds(s) should 

be low enough t o  cover a significant portion o f  the customer base or the 

structure wi l l  only have a significant impact on a small portion of the 

(American Water Works 

However 
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customer base and not have the water conserving effect  desired. Similar 

types of considerations should also be made i n  the development of other 

types of water conserving rate  structures.  

How effective are water conserving rate structures? 

This i s  a d i f f icu l t  question t o  answer - b u t  d i f f icu l t  t o  answer for a 

number of good reasons. However, theoretical considerations, thei r 

relatively common use, and  common sense would indicate t h a t  well 

designed water conserving rate  structures are effective.  

the Guidebook on Conservati on-0ri ented Water Rates ( C a l  i forni a 

Department of Water Resources, 19881, describe the d i  1 emma quite we1 1 . 

The authors of 

"F i r s t ,  DWR knows of no c i ty  t h a t  has adopted conservation- 

oriented water rates wi thout  a t  the same time enacting a general 

water rate increase. Therefore, i t  i s  not possible t o  t e l l  how 

much of the subsequent drop i n  per capita water consumption was 

due t o  a revised rate structure and how much was due t o  higher 

water costs.  

However, the experiences of Washi ngton,  D .  C .  , and Tucson, Ari zona,  

w h i  ch switched t o  conservati on-ori ented water rates i n  the 1 a te  

1970's, show significant water savings can result  from 

conservation-ori ented water ra tes .  Refer t o  the excerpts from DWR 

Bulletin 198-84 ( i n  the back pocket o f  th i s  guidebook) for more 

information. 
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When a c i ty  adopts conservation-oriented water ra tes ,  some 

customers w i l l  get lower'water b i l l s ,  others w i l l  face higher 

water costs ,  and  some residential customers might  see no 

difference i n  the i r  a n n u a l  water costs.  

The incentive t o  conserve w i l l  come from several fac tors .  F i r s t ,  

most users will  experience increased summer water b i l l s  and lower 

winter water costs.  This i s  desirable, for conservation i s  more 

valuable during the peak summer months. 

Second, large water users wi l l  tend t o  get higher b i l l s  under the 

revised rate schedule, which would provide them w i t h  incentives t c  

reduce use. 

Third, large residenti a1 users, w i t h  above-average outdoor use, 

wi  1 1  tend t o  get higher water b i  11 s under conservati on-ori ented 

water ra tes .  

responsive t o  price t h a n  outdoor use, the drop i n  exterior water 

use by large users should outweigh any increase i n  water use by 

apartment dwellers, most o f  whom wi l l  face lower water b i l l s .  

A fourth factor i n  conservation-oriented water rates t h a t  leads t o  

reduced water consumption over time i s  the fact  t h a t  everyone now 

knows i f  a household gets careless and increases i t s  water use, 

i t s  water b i l l  will increase more under the revised rate  schedule 

t h a n  i t  would have under the o l d  rate schedule. 

Because outdoor use has been found t o  be more 
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The f i n a l  factor explaining the use of pricing incentives t o  

encourage conservation i s the concept of marginal cost .  

cost i s  the cost of purchasing one more u n i t  of a good or service. 

A1 t h o u g h  switching t o  conservati on-ori ented water rates wi 1 1  mean 

t h a t  some users wi l l  face lower average costs,  virtually everyone 

should face significantly higher marginal water costs ( i f  the new 

rates are t ruly conservation-oriented) . 

Economi c studi es often indicate t h a t  consumers make purchase 

decisions based more on marginal costs t h a n  average costs.  

So a l though it i s  not possible t o  q u a n t i f y  the above five factors 

for each ci ty  t o  determine exactly how much water would be saved 

by switching t o  conservati on-ori ented water ra tes ,  DWR bel i eves 

t h a t  a c i ty  w i t h  typical water rates ( a  conservation index number 

Marginal 

of approximately 0 . 7 )  switching t o  these conservation rates ( a n  

index number of 1 . 0 )  would be equivalent t o  the effect of raising 

the average price o f  water by 10  t o  20 percent, while keeping the 

o l d  rate structure. 

This would mean t h a t  i f  the above typ ica l  c i ty  ( w i t h  a winter PED’ 

of -0 .25 and a summer PED o f  -0.35) were t o  a d o p t  these 

conservation rates ,  i t  could expect a decline i n  per c a p i t a  

PED i s  the price e last ic i ty  o f  demand 
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r e s i d e n t i a l  w i n t e r  water use o f  2 . 5  t o  5 percent  and a decl  

summer per  c a p i t a  r e s i d e n t i a l  water use o f  3 . 5  t o  7 percent  

ne i n  

Commerci a1 , i n d u s t r i  a1 , and pub1 i c -au tho r i  t y  water use cou ld  a1 so 

be expected t o  decl  i ne i f conserva t ion-or i  ented water ra tes  are  

appl i ed t o  those user c lasses .  I '  

As noted i n  t h i s  a u t h o r i t y ,  i t  i s  q u i t e  d i f f i c u l t  t o  f i n d  a u t i l i t y  t h a t  

has adopted a water conserving r a t e  s t r u c t u r e  t h a t  has n o t  a l s o  inc luded 

an increase i n  revenues. Fu r the r ,  t o  i s o l a t e  t h e  e f f e c t s  of t h e  

s t r u c t u r e  change from o the r  water demand va r iab les ,  i t  may be necessary 

t o  perform complex and expensive s t a t i s t i c a l  analyses. 

no t  i n c l i n e d  t o  per form such analyses. There i s ,  however, some 

anecdotal evidence o f  t h e  e f fec t i veness  o f  t h e  water conserv ing r a t e  

s t ruc tu res .  

I n  1995, t h e  Homosassa Speci a1 Water D i s t r i c t  implemented a revenue 

neu t ra l  water conserving r a t e  s t r u c t u r e .  The r a t e  s t r u c t u r e  was 

designed us ing  t h e  D i s t r i c t ' s  Waterate model. Al though no formal 

s t a t i s t i c a l  ana lys i s  o f  t h e  e f f e c t  o f  t h e  r a t e  s t r u c t u r e  has been 

performed, i n a recent  te lephone conversat i  on between mysel f and u t i  1 i t y  

U t i l i t i e s  a re  

super intendent Dave Purne l l  , Mr. Purne l l  was q u i t e  firm i n  h i s  

convi c t i  on tha t  t h e  water conserving r a t e  s t r u c t u r e  (i n c l  i n i  ng b lock)  

played a s i g n i f i c a n t  r o l e  i n  reducing per  cap i ta  water use i n  t h e  

serv ice  area (October 23, 2001). 
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I n  1993, Sarasota County changed the i r  inclining block rate  structure t o  

a more aggressive inclin ng block rate  structure.  Aga in ,  the change was 

designed t o  be revenue neutral. 

i n  the years fol lowing the structure change. 

conservation programs were implemented i n  the during the same period. 

Al though  no formal s t a t i s t i ca l  analysis o f  the effect  of the rate 

structure has been performed, David Cook, Manager of Finance and 

Admi n i  s t r a t i  ve Services for Envi  ronmental Services , i s  confident t h a t  

the ra te  structure change played a significant role i n  the decline i n  

per c a p i t a  water use in  Sarasota County’s service area (telephone 

conversati on on October 25, 2001 1 . 

I n  1991, the S p a l d i n g  County Water Authority (Georgia) changed from a 

declining block rate structure t o  an  increasing block rate structure.  

As a r e su l t ,  the average customer’s b i l l  increase by $1.99 per month .  

The estimated price e las t ic i ty  for the rate change was - .33. In 1993, 

the average b i l l  was increased by $2.13 per month wi thout  a change i n  

rate structure.  The estimated price e las t ic i ty  for the 1993 rate change 

was only - . 0 7 .  A simple t e s t  was conducted t o  determine i f  weather was 

significantly different between the two periods. I t  was no t .  In 

a d d i t i o n ,  no other conservation programs were implemented during either 

period of time. The author concludes t h a t  the change in  rate structure 

was a significant contributing factor t o  the larger response t o  the rate 

Per capita use declined significantly 

No other significant 
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change i n  1991 (Jordan. 1994) .  

Another study i n  Georgia i n  1992 indicated t h a t  the d a i l y  water use for 

systems using declining block rate structures was 503 gallons per 

connection, 428 g a l l o n s  for systems using uniform rate structures,  and  

352 for systems using inclining block rate structures (Jordan and 

El nagheeb, 1993) . 

Do Aloha Seven Springs’ existing and proposed rate structures comply 

w i t h  the Distr ic t ’s  water conserving rate structure requirement? 

While bo th  the existing and proposed rate structures comply w i t h  the 

rate structure requirements as defined i n  the Guidelines w i t h  respect t o  

per capita usage, the u t i l i t y  i s  not  i n  compliance w i t h  i t s  permit 

quan t i ty  limitations and the u t i l i t y ’ s  withdrawals are located i n  an  

area where water resources are stressed. Furthermore, recent and 

potential additions t o  the u t i l i t y ’ s  service area are characterized by 

h i g h  per capita use. Given these factors,  a more aggressive water 

conserving rate structure t h a n  ex is t s ,  such as a n  i n c l i n i n g  block 

structure,  i s  appropriate. . 

Assuming a residential average use of a b o u t  8 , 0 0 0  gallons per month‘ for 

single family residential use, a simple analysis indicates t h a t  the 

maximum mix o f  fixed a n d  gallonage-related rate revenues under the 

~~ 

’Actual i s  8,584 gallons per month (Schedule E-14) 
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proposed rate  structure (approximately 34% fixed)3 is  a significant 

improvement from the existing rate structure (approximately 53%).  

Concerning the f i r s t  price block threshold ( 1 0 , 0 0 0  gallons per m o n t h )  

under the proposed resi denti a1 structure,  approximately 27% of a1 1 bi 11 s 

and  32% of water use would be affected by the second block price. This 

i s  n o t  ins ignif icant .  A lower threshold would send a stronger 

conservation message t o  a larger number of customers. However, i t  could 

also lower the price differential  between blocks unless the fixed charge 

could be lowered wi thout  significantly affecting revenue stabi 1 i t y .  The 

placement of the threshold i s  not  inconsistent w i t h  the objectives of a n  

i ncl i n i  ng block ra te  structure.  

The price d i  fferenti  a1 between the proposed blocks i s  approximately 25%. 

Such a differential  i s  not insignificant and  i s  consistent w i t h  the 

objectives o f  an i ncl i n i  ng block rate structure.  

The proposed general service rate structure appears t o  continue t o  be a 

minimum gallonage charge uniform rate structure.  An inclining block 

rate structure could be developed for general service customers t h a t  

would be provide a n  additional conservation i ncenti ve for th i s  customer 

class.  However, given the increase i n  the uniform ra t e ,  there w i l l  

3Aloha reported i n  i t s  response t o  Citizen's Firs t  Set of 
Interrogatories No. 42 t h a t  the portion of proposed ra te  reve'nues 
coming from fixed charges would be 38%. 
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likely be a significant incentive t o  conserve for this customer class .  

In  summary, the proposed rate  structures provide a stronger conservation 

incentive t h a n  the previous rate  s t ructure .  Any shortcomings of the 

rate  structures wi l l  likely be made up for by the general increase i n  

ra te  levels.  

What i s  the history of  the Waterate model? 

I n  1991 the District  was developing the WUCA rules which included the 

requirement for water conserving rate  structures t o  be used as a demand 

management too l .  A t  the time there were no large sample estimates of 

water price e l a s t i c i t i e s  for t h a t  included a wide range of prices i n  the 

sample and there i s  a wide range of water prices i n  the District  due t o  

source water of varying q u a l i t y .  I t  was deemed desirable t o  conduct 

such a price e las t ic i ty  s tudy t o  ass i s t  u t i l i t i e s  i n  the District  i n  

estimating reductions i n  demand due t o  ra te  structure and  price level 

changes. The consulting firm of Brown and Caldwell, i n  association w i t h  

Dr. John Whitcomb, were engaged t o  conduct the study. The price 

e las t ic i ty  s t u d y ,  the most camprehensive ever known t o  be conducted i n  

the State of Florida, was completed i n  1993. The study demonstrated 

t h a t  single family residential water price e las t ic i ty  changes over a 

1 arge range of prices . Whi 1 e the s tudy provi ded more accurate estimates 

over a range o f  prices, the application of the varying levels of price 

e las t ic i ty  required a more complex se t  of calculations t h a n  a single 

Q .  

A .  
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price e l a s t i c i ty .  To f a c i l i t a t e  the use of the more discrete price 

e las t ic i ty  estimates, the same consultants were engaged t o  develop a 

rate model t h a t  would automate the numerous calculations of changes i n  

water use and  revenues for levels of consumption a t  various price 

ranges. 

discrete calculations - b u t  the same types of calculations t h a t  would be 

performed by a rate consultant. The model was also completed i n  1993. 

Since t h a t  time, the District  has provided the model a t  no cost t o  

u t i l i t i e s  i n  the Dis t r ic t ,  conducted no-cost workshops on i t s  use, a n d  

has provided a to1  1 -free user he1 p 1 i ne. 

Over the years Dr. Whitcomb has made several revisions t o :  a )  make the 

model single family residential e las t ic i ty  estimates more accurate, b )  

make the model run time f a s t e r ,  and  c )  t o  add desirable features.  I n  

spi te  o f  changes t o  the single family estimation equation, the price 

e l a s t i c i t i e s  have remained quite stable i n  relevant price ranges and 

wi t h i  n the ranges of other si  n g l  e fami l y  resi denti a1 pri ce el asti c i t i e s  . 

The la tes t  version o f  the model was released i n  2001 and runs i n  

Microsoft Excel, a very commonly used spreadsheet model which allows the 

d i  rect i n p u t  o f  u t i  1 i t y  f i  nanci a1 spreadsheets. 

Are the proposed rates affordable? 

A measure of water b i l l  affordability t h a t  the District  has used i n  the 

past i s  whether the t o t a l  annual water b i l l  exceeds 2% of median 

The model i s  simply a too l  t o  perform a larger number of more 
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household income and i s  derived from the EPA's "rule  of thumb" measure 

of a f f ~ r d a b i l i t y . ~  Interim and proposed rate  a n n u a l  water b i l l s  were 

estimated a t  thousand gallon increments from 5 , 0 0 0  t o  1 0 , 0 0 0  gallons per 

month and  were compared t o  estimated Pasco County median household 

income ($28,202)  and the low end of the 90% confidence interval for the 

estimate ($25,31315. 

increment of use was below 2% of both the median household income 

estimate and  the lower value of the 90% confidence interval for the 

estimate. The highest estimated percent was 1.5% a t  the low interval 

for the estimate. According t o  t h i s  measure of affordabi l i ty ,  the 

proposed rates should general l y  be affordable. 

The annua l  estimated water b i l l  a t  each monthly 

4Federal Register /Vol . 56, No. 20/ January 30, 199URules and 
Regulations. P .  3570. 
5County Estimates for Median Household Income for F1 ori da : 1997. 
H t t p :  //w. census. sov/hhes /w/sa i  pe/stctv/c97-12. h t m  October 16 ,  
2001.  
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MS. LYTLE: And a t  t h i s  time I would tender t h i s  

ditness f o r  cross-examination. 

CHAIRMAN JABER: Thank you. Mr. Deterding. 

MR. DETERDING: 

CHAIRMAN JABER: Thank you, Mr. Deterding. 

Mr. Wood, do you have any questions f o r  t h i s  witness? 

MR. WOOD: Yes, I have a couple o f  questions. 

I have no questions. 

CROSS EXAMINATION 

3Y MR. WOOD: 

Q I n  the testimony, you made several statements 

-egarding cost and cost conservation. Would you say - - what 

vould you approximate the average customer w i l l  cost t o  

incorporate these items? 

A Which items would those be? 

Q Your conservation items. 

A I was not involved i n  the development o f  the 

2onservation plan, and so I don ' t  have those numbers avai lable. 

I ' m  not aware o f  them. 

Q From the Water Management D i s t r i c t ,  i f  we're 

iverpumpi ng and we ' r e  advocati ng conservation, why doesn ' t the 

dater Management D i s t r i c t  act w i th  the State as a state and the 

2ounty t o  r e s t r i c t  bu i ld ing  permits i f  there's no water? 

A As f a r  as I am aware, the D i s t r i c t  does not have the 

u t h o r i t y  t o  r e s t r i c t  bu i ld ing  permits. 

Q But doesn't the D i s t r i c t  make recommendations t o  
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omebody t o  do that? 

A Generally i n  review o f  comp plans and so on, they do 

omment on the a v a i l a b i l i t y  o f  water, but  not - -  t o  my 

.now1 edge, not, you know, speci f i c a l l  y i n terms o f  r e s t r i c t i n g  

lui 1 ding permits . 
Q When t h i s  conservation program s ta r t s  and Tampa Bay 

later also gets involved w i th  whatever they ' re  supposed t o  be 

loing and we continue t o  bu i ld ,  where i s  the water going t o  

:ome from? 

A Tampa Bay Water has i d e n t i f i e d  projects t o  meet 

'uture demand as par t  o f  the partnership agreement. 

Q 
A 

Why couldn' t  Aloha be pa r t  o f  t ha t  partnership? 

To the best o f  my recol lect ion,  only the member 

jovernments o f  Tampa Bay Water and the D i s t r i c t  are par t ies t o  

;he partnership agreement. 

legal opportunit ies f o r  Aloha t o  j o i n  i n t o  that ,  but i t  would 

)e the same sources o f  water. 

I don' t  know whether there are 

Q Wouldn't i t  be a wise t h a t  w i th  the expenses tha t  you 

r e  attempting t o  place on the indiv idual  customers i n  a small 

d i s t r i c t  t h a t  there no longer be the small d i s t r i c t  and tha t  i t  

be incorporated i n t o  the larger d i s t r i c t ?  

A 

Q 

a rura l  area tha t  there i s  no longer a need f o r  Aloha, and i t  

should be Pasco County? 

I don' t  understand your question. 

I s n ' t  i t  about time since t h i s  i s  al legedly no longer 
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A I don't think I'm qualified to answer that question. 
To my knowledge, there's no legal reason why Aloha cannot 
exist. 

Q Well, in one of the testimonies it was said that the 
so-called aeration system that you're trying to work with them 
on, that it will cost 25 million bucks. Is that something that 
could be spread very easily over 1,200 customers - - or 12,000 

customers? 
A 
Q 

I didn't follow which system you're talking about. 
You talked about an aeration system that was going 

to - -  in your proposed I'll call it an agreement that they 
would put in an alternate source, and they would begin study on 
the alternate source, and this alternate source was estimated 
at $25 million. 

A To my knowledge, there's just a discussion of a 
feasibility study, and so those numbers could change. And it's 
one source that they can consider. They could also consider 
continuing purchasing water from Pasco County. 

Q If they were going to purchase the water from Pasco 
County, why do we need Aloha? 

A I don't believe that that's a question that I should 
answer. As far as I know, the laws of the state of Florida 
allow the existence of private utilities. 

Q Yes, I understand that. But hasn't the need for 
small private utilities in this area been eliminated? 
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MS. LYTLE: Objection. This i s  outside o f  the scope 

i f t h i s  witness's d i rec t  testimony. 

CHAIRMAN JABER: Mr. Wood, I do agree w i th  tha t .  I 

think we're ge t t ing  beyond what he has t e s t i f i e d  t o .  Would you 

l i k e  t o  reword your question and maybe show him something from 

l i s  testimony tha t  he could reference? 

MR. WOOD: Well, I ' m  presuming - -  t h i s  i s  an 

issumption, and you always can get i n  t rouble - -  t ha t  he was 

) a r t  o f  the development o f  the tentat ive consent order. 

CHAIRMAN JABER: Okay. Let ' s establ i s h  that .  Le t ' s  

isk him t h i s  way. 

Mr. Yingl ing, are you aware or were pa r t  o f  the 

j r a f t i n g  o f  the consent order? 

THE WITNESS: I was aware o f  the d r a f t i n g  o f  the 

:onsent order, but I was not a party t o  the d r a f t i n g  o f  the 

:onsent order. 

3Y MR. WOOD: 

Q Okay. I have one l a s t  question. The water - -  from 

in  economic standpoint, I am get t ing lousy water today, yet  we 

vant t o  put a conservation equation i n  there t h a t  w i l l  increase 

the cost, so now tomorrow I ' m  going t o  get the same crappy 

vater a t  a much higher rate.  I s n ' t  tha t  i n f l a t i o n ?  

A That would not be an economic d e f i n i t i o n  o f  

i n f l a t i on ,  I don' t  th ink.  The cost o f  water would go up, yes. 

Q Where i s  the value added? 
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CHAIRMAN JABER: Mr. Yingling, l e t  me t r y  t o  - -  
because I real ize you weren't here when the customers t e s t i f i e d  

the f i r s t  day. There was a concern raised by the consumers. 

I f  the Water Management D i s t r i c t  wants the PSC t o  implement a 

conservation ra te  structure f o r  t h i s  u t i l i t y  and the qua l i t y  o f  

the water continues t o  be poor tha t  comes out o f  the faucets i n  

the home, i t ' s  sor t  o f  anticonservation. 

They t e s t i f i e d  tha t  they have t o  run the water u n t i l  

t ha t  black color comes out, and they recognize tha t  t h a t ' s  use 

o f  - -  t h a t ' s  an excessive use o f  water. And they ' re  saying, 

how can the Water Management D i s t r i c t  w i th  one hand want t o  

implement a conservation ra te  structure, recognizing tha t  they 

may have t o  use excess water j u s t  t o  get the black color out o f  

t h e i r  water? And t h a t ' s  what M r .  Wood i s  referencing. And 

could you perhaps explain the rat ionale behind a conservation 

ra te  structure? 

THE WITNESS: The rat ionale f o r  the D i s t r i c t ' s  

requirement f o r  a water- conservi ng ra te  structure i s  tha t  i t  ' s 

benef ic ia l  t o  a l l  the residents o f  the D i s t r i c t  and i n  

p a r t i  cul a r  those i n  water - stressed areas, water use caution 

areas t o  conserve water as much as possible. By doing that ,  

you avoid having t o  develop newer, more expensive sources o f  

water. So tha t  i s  the rat ionale f o r  a water-conserving ra te  

structure. 

CHAIRMAN JABER: Have you done any sor t  o f  analysis 
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i n  the Seven Springs water system area o f  how much water i s  

used j u s t  t o  f lush out the faucets o r  the l i nes  because o f  the 

black color i n  the water? 

THE WITNESS: No, I have not. 

CHAIRMAN JABER: Mr. Wood. 

BY MR. WOOD: 

Q Are you aware o f  the recommendation i n  the consent 

order t o  add a water auditor and an addit ional s t a f f  member? 

A I believe I reca l l  reading that ,  yes. 

Q But you're not f a m i l i a r  w i th  what the duties o f  the 

people would be? 

A I d i d  not read a - - I don' t  reca l l  reading a 

descript ion o f  exact ly what they would do. 

Q So there i s  - -  a t  t h i s  po int  i n  time, there i s  no 

cost j u s t i f i c a t i o n  f o r  those people; i s  t ha t  correct? 

A My presumption would be t h a t  a water auditor would 

e 

e i ther  audit the in ternal  use o f  water a t  the u t i l i t y  or  ass is t  

i n  f a c i l i t a t i n g  conservation among i t s  customers. That 's 

typ ica l  l y  what somebody 1 i ke t h a t  does. 

Q 

are using? 

And are you aware o f  Web s i t es  tha t  other u t i l i t i e s  

A Yes. 

Q How many h i t s  a day do they get on t h e i r  t ha t  Web 

s i t e?  

A I ' m  not aware o f  that .  
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MR. WOOD: That 's a l l  I have. 

CHAIRMAN JABER: Thank you, M r .  Wood. 

Mr. Burgess. 

MR. BURGESS: We have no questions. 

CHAIRMAN JABER: Thank you. S t a f f .  

MS. ESPINOZA: Just a few questions. 

CROSS EXAMINATION 

BY MS. ESPINOZA: 

Q Good morning, Mr. Yingling. 

A Good morning. 

Q I n  general, regarding i nc l i n ing -b lock  rates f o r  

res ident ia l  customers, would you agree t h a t  i n  order t o  reduce 

overal l  average monthly consumption per customer t h a t  i t  i s  

preferable t o  cap the f i r s t  usage block a t  a consumption leve l  

a t  the overal l  monthly average, rather than cap the f i r s t  usage 

block a t  some leve l  greater than the overa l l  monthly average? 

A It would a f f e c t  more - -  the higher block would a f f e c t  

more customers, and I believe tha t  you would probably see more 

conservation. O f  course, there are other factors involved as 

wel l .  

Q Okay. And would you agree t h a t  i n  a f fec t i ng  more 

customers, as you j u s t  said, t ha t  p a r t  o f  the reason would be 

because those customers tha t  are using between the overal l  

monthly average and the cap f o r  block one do not receive the 

appropriate p r i c i n g  signals t o  reduce t h e i r  consumption? 
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ving the higher p r i c i n g  

Q Thank you. And would you agree a l l  things equal t h a t  

i t  i s  preferable t o  target  a greater percentage o f  consumption 

f o r  inc lus ion i n  usage blocks two and above? 

A Yes. 

Q Thank you. Mr. Yingl ing, as pa r t  o f  your dut ies w i th  

the D i s t r i c t ,  you've worked w i t h  the Commission S t a f f  i n  the 

design o f  water conservation programs f o r  u t i 1  i t i e s ;  correct? 

A Yes. 

Q And you have e i the r  appeared before the Commission or  

i n  other instances wr i t t en  l e t t e r s  o f  support o f  

Staff-recommended conservation programs f o r  the u t i l i t i e s  i n  

the D i s t r i c t ;  correct? 

A Yes. 

Q So you would agree t h a t  you have more than a general 

17 knowledge about Distr ict-endorsed conservation programs; II 

ever heard o f  a 

21 

22 

23 

24 

25 

correct? 

A Yes. 

Q Okay. Mr. Yingl ing, have you 

document ca l led,  "The Development o f  WaLer Conservation OpL ldns 

f o r  Nonagricultural Water Users"? 

A I s  t h a t  a stand-alone document or  a - -  

Q My fol low-up would be, would you agree t h a t  t h i s  

document i s  included i n  the 2000 Regional Water Supply Plan? 
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A There i s  a section i n  the Regional Water Supply Plan 

on nonagricultural water conservation options, yes. 

Q And can you speak t o  us i n  general about t h i s  

document? 

A I n  general, I d i d  not par t i c ipa te  i n  the development 

o f  t ha t  section. 

Q Would you agree t h a t  t h a t  document was prepared by 

and a t  the d i rec t i on  o f  the Water Management D i s t r i c t ?  

A Yes. 

Q And would you also agree tha t  i n  counties w i t h i n  the 

D i s t r i c t  inc lud ing Pasco County are par t  o f  the plan? 

A 

Q 

Yes, I believe Pasco County i s  pa r t  o f  the plan. 

And being tha t  Pasco County would be p a r t  o f  the 

plan, information regarding Aloha U t i l i t i e s  would also be 

included i n  t h a t  plan? 

A 

Q Yes, s i r .  

A I don ' t  reca l l  i f  Aloha U t i l i t i e s  was s p e c i f i c a l l y  

As i t  s p e c i f i c a l l y  regards Aloha U t i l i t i e s ?  

addressed i n  the plan. 

MS. ESPINOZA: Okay. We have no fu r ther  questions. 

Thank you. 

CHAIRMAN JABER: Thank you. Commissioners. 

COMMISSIONER PALECKI: Yes. Mr. Yingl ing,  I ' d  l i k e  

t o  thank you and the Water Management D i s t r i c t  f o r  

pa r t i c i pa t i ng  i n  t h i s  docket. Your testimony has been very 
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ielpful t o  me. 
Yesterday, I had a chance t o  speak w i t h  one of the 

Dther Water Management District witnesses about purchasing 
Mater - -  about Aloha purchasing water from Pasco County. And I 

learned t h a t  Tampa Bay Water i n  the relatively near future, i n  

the next year or so, will have several different alternative 
Mater sources, one of which will be the desal p l a n t ,  Tampa Bay. 

3 u t  u n t i l  those sources come on-line, t h a t  by purchasing water 
from Pasco County, Aloha will be pu l l ing  water basically from 
the same aquifer from a relatively close location t o  where they 
are t a k i n g  their water today and so t h a t  there won't truly be a 
net benefit t o  this area u n t i l  such time as the alternate water 
sources come on - 1 i ne. 

And my concern is  t h a t  the ratepayers for Aloha will 

have t o  pay a relatively high price for this water from Pasco 
County and t h a t  we won't really see a benefit t o  the area. And 

my question t o  you is ,  i f  this Commission were t o  put  i n  place 
some very strong conservation rates and some strong 
conservation programs, would the Water Management District 
consider delaying the requirement t h a t  Aloha purchase from 
Pasco County u n t i l  such time as the alternate water sources 
come on- line, specifically the desal? I just have a hard time 
forcing the ratepayers of this u t i l i t y  t o  spend more money when 
there's not really going t o  be a benefit t o  the area. 

THE WITNESS: I cannot say t h a t  there wouldn't  be a 
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Denefit t o  the area because I ' m  not sure what mix o f  sources 

'asco County uses, whether i t  r e l i e s  upon i t s  own wells 

spec i f i ca l l y  i n  t h a t  region or there are - -  most o f  t ha t  system 

i s  interconnected. So they po ten t ia l l y ,  and I ' m  not saying 

they are, but they p o t e n t i a l l y  could be ge t t ing  water from 

other areas o f  the Tampa Bay region. So I ' m  not sure tha t  i t  

doul d n ' t  resu l t  i n  a net benef i t  . 
The immediate problem i s  t h a t  Aloha i s  not i n  

compliance wi th  i t s  permit, not the water stresses i n  general 

i n  the area. 

department tha t  they would delay, you know, having t o  buy water 

from Pasco County. That would be something tha t  would be made 

i n  the regulatory realm. It would be a case tha t  would have t o  

be presented. 

I could not say not being i n  the regulat ion 

COMMISSIONER PALECKI: Well, from my viewpoint, I 

have no problem tha t  the Water Management D i  s t r i c t  requi res 

Aloha t o  make these purchases, but i f  they do so w i th  knowledge 

t h a t  i t ' s  j u s t  p u l l i n g  the water from wel ls t h a t  are a few 

miles away and i t ' s  r e a l l y  causing j u s t  as much s t r a i n  on the 

same aquifer, i t  would be very nice i f  some sor t  o f  exception 

could be made u n t i l  the new water sources come on- l ine,  because 

I r e a l l y  have a problem forc ing these ratepayers t o  pay 

addit ional do l lars  i f  there 's  not t r u l y  going t o  be a benef i t  

t o  the aquifer. 

THE WITNESS: I couldn' t  r e a l l y  respond t o  tha t  not 
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mowing what spec i f i c  environmental features are af fected by 

the two d i f f e r e n t  sets o f  wel ls.  

COMMISSIONER PALECKI : I s  t h a t  something t h a t  you 

could look i n t o  f o r  us? 

THE WITNESS: That 's something t h a t  probably the 

regulatory department could do. 

COMMISSIONER PALECKI: I f  you could ask them t o ,  I 

appreciate i t  . 
MS. LYTLE: Commissioner, would you l i k e  the D i s t r i c t  

pare some k ind  o f  a l a t e - f i l e d  e x h i b i t  o r  statement 

concerning - - 
COMMISSIONER PALECKI: Yes, t h a t  would be very 

helpful  t o  me i f  you could provide a l a t e - f i l e d  e x h i b i t  t o  

address those concerns. And l i k e  I ' v e  said, I have absolutely 

no problem w i t h  the u t i l i t y  and i t s  ratepayers being forced t o  

pay the addi t ional  do l l a rs  a f t e r  the desal p lan t  comes o n - l i n e  

when there are these addit ional sources. I j u s t  have very 

dol 1 ars grave concerns about requi r ing them t o  pay addit iona 

i f  the damage i s  s t i l l  being done t o  the aqui fer .  

CHAIRMAN JABER: Commi ssioner Pal  ecki , 1 e t  s c a l l  

t ha t  Exhib i t  18. It w i l l  be a l a t e - f i l e d .  And do you want 

give us a short t i t l e  so when they r e f e r  back t o  i t  i n  the 

record they know? 

COMMISSIONER PALECKI: I guess as a short t i t l e  - 
guess my concern i s  source o f  Pasco County water t o  Aloha. 
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That's what I r e a l l y  want t o  know, i s  where the water i s  coming 

from and i t s  e f f e c t  on the aquifer. 

CHAIRMAN JABER: Source o f  Pasco County - -  
COMMISSIONER PALECKI: Water t o  Aloha and i t s  e f f e c t  

on the aqui fer .  

CHAIRMAN JABER: But I th ink  you also wanted t o  know 

i f the  D i  s t r i c t  regul atory department woul d be w i  11 i ng t o  make 

an exception f o r  purchases o f  Pasco County i f  a conservation 

r a t e  program was implemented; correct? 

COMMISSIONER PALECKI : Yes, yes. 

CHAIRMAN JABER: So i t ' s  twofold, Ms. Lyt le .  I f  you 

could address the Commissioner's concern w i th  regard t o  the 

source o f  the county's water and also address whether the 

D i s t r i c t  regulatory department can make an exception on the 

requirement tha t  they purchase - -  t h a t  Aloha purchase from 

Pasco County i f  a conservation program i s  implemented by the 

PSC. That 's Late-F i led Exh ib i t  18, and i t  w i l l  be due i n  two 

weeks. 

(Late- F i  1 ed Exh ib i t  18 i dent i  f i ed. ) 

COMMISSIONER PALECKI : Thank you. 

CHAIRMAN JABER: Any other questions, Comm I ssioners? 

COMMISSIONER PALECKI : NO. 

CHAIRMAN JABER: Ms. L y t l  e, red i  rec t?  

MS. LYTLE: Just one question. 

RED1 RECT EXAM I NATION 
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BY MS. LYTLE: 

Q Mr. Yingling, does a conservation-oriented 

i n c l  ined-block r a t e  s t ructure necessari ly mean t h a t  there w i l l  

be an i n c l i n e  i n  rates f o r  very small users? 

A No. 

MS. LYTLE: Okay. Thank you. I have no fu r ther  

questions. 

CHAIRMAN JABER: Thank you. Thank you, M r .  Yingl ing. 

(Witness excused. ) 

CHAIRMAN JABER: And we have Exh ib i t  17, Ms. Ly t le ,  

admitted i n t o  the record without objection. 

(Exhib i t  17 admitted i n t o  the record.) 

CHAIRMAN JABER: And your next witness i s  

Dr. Whi tcomb. 

MS. LYTLE: Yes, ma'am. D r .  Whitcomb has not been 

sworn, ma ' am. 

CHAIRMAN JABER: Okay. Could you please ra i se  your 

r i g h t  hand, D r .  Whitcomb. 

(Witness sworn. ) 

CHAIRMAN JABER: Thank you. 

JOHN B. WHITCOMB 

Mas ca l led  as a witness on behalf o f  the Southwest Water 

qanagement D i s t r i c t  and, having been duly sworn, t e s t i f i e d  as 

fo l  1 ows : 

DIRECT EXAMINATION 
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3Y MS. LYTLE: 

Q 

record. 

A 

Would you please s ta te  your name and address f o r  the 

I am John Whitcomb, and my professional address i s  

1906 19th Street i n  Golden, Colorado 80401. 

Q And, D r .  Whitcomb, what i s  your re la t ionsh ip  w i th  the 

Southwest F lor ida Water Management D i s t r i c t ?  

A The D i s t r i c t  has asked me t o  come here t o  discuss 

issues on p r i ce  e l a s t i c i t y .  

Q Did you p r e f i l e  testimony o f  10 pages and 2 exh ib i t  

i n  t h i s  matter? 

A Yes. 

Q 

A No. 

Q 
A 

Do you wish t o  update o r  change t h a t  testimony? 

Could you b r i e f l y  summarize your testimony f o r  us? 

The D i s t r i c t  asked me t o  comment on the appl icat ion 

D f  p r i ce  e l a s t i c i t i e s  i n  t h i s  case f o r  Aloha, and I came up 

Mith three comments. The two major comments i n  the  appl icat ion 

that I had was tha t  the sewer rates were not incorporated i n t o  

the analysis, and the second issue had t o  do w i t h  the short-run 

versus long-run response t o  p r i ce  e l a s t i c i t y .  

MS. LYTLE: A t  t h i s  time, I would ask t h a t  the 

testimony o f  t h i s  witness be entered i n t o  the record as though 

read. 

CHAIRMAN JABER: Yes. The p r e f i l e d  d i r e c t  testimony 
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i f  John B. Whitcomb shal l  be inserted i n t o  the record as though 

.cad. 

MS. LYTLE: And I would also ask t h a t  Exhib i ts  

IBW-1 and 2 be entered. 

CHAIRMAN JABER: Composite Exh ib i t  19 shal l  be 

i d e n t i f i e d  f o r  JBW-1 and JBW-2. 

(Exhib i t  19 marked f o r  i d e n t i f i c a t i o n .  1 
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I I R E C T  TESTIMONY o f  John B .  Whitcomb. PhD 

1. 

4 .  

1. 

1. 

1. 

4. 

P1 ease s t a t e  your name and profess ional  address. 

John B .  Whitcomb, PhD, 1906 lg th  S t r e e t ,  Golden CO 80401 

Have you been r e t a i n e d  by t h e  Southwest F l o r i d a  Water Management 

D i s t r i c t  t o  prov ide test imony i n  t h i  s proceedings? 

Yes. 

Please prov ide a b r i e f  summary o f  your q u a l i f i c a t i o n s  as they r e l a t e  t o  

t h i  s proceeding . 

I am an e c o n o m i s t / s t a t i s t i c i a n  who has worked w i t h  over 100 water 

agenci es on p r o j e c t s  re1 ated t o  water p r i c i n g  , market research, water 

conservat ion i n t e r v e n t i o n  a n a l y s i s ,  and b e n e f i t - c o s t  eva lua t i on  as a 

consul tant  over t h e  l a s t  12 years.  I was t h e  p r i n c i p a l  i n v e s t i g a t o r  o f  

major s tud ies  measuring customer understanding and sensi ti v i  t y  t o  water 

p r i c i n g  and b i  11 p resen ta t i on  i n  F l o r i d a  , Texas, t h e  Southwestern U. S. 

(Ar izona,  C a l i f o r n i a ,  and Nevada), and B r a z i l .  I have conducted f o u r  out  

o f  t h e  l a s t  f i v e  major water p r i c e  e l a s t i c i t y  s tud ies  conducted i n  t h e  

U.S. and have worked on over a dozen water c o s t - o f - s e r v i c e  s t u d i e s .  I 

ho ld  a BA i n  economics and geography from t h e  U n i v e r s i t y  o f  C a l i f o r n i a ,  

Santa Barbara and a PhD i n  geography and environmental engineer ing from 

t h e  Johns Hopki ns U n i v e r s i t y  . 

For t h i s  proceeding, i t  i s  p a r t i c u l a r l y  re levan t  t h a t  I was t h e  lead 
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s t a t i s t i c i a n  o f  a study conducted f o r  t h e  Southwest Water Managemen 

D i s t r i c t  t i t l e d  Water Price E7ast ic i ty  Study. The study was o r i g i n a  l y  

publ ished i n  August 1993. Subsequently, I concluded t h a t  t h e  t ype  o f  

water use model used w i t h  the  s i n g l e  family customers i n  t h a t  1993 study 

cou ld  be improved. This  came about from peer review o f  t h e  o r i g i n a l  

model and my f u r t h e r  i n v e s t i g a t i o n  of t h i s  model i n  o the r  p r i c e  

e l a s t i c i t y  s tud ies  i n  o ther  p a r t s  o f  t h e  Uni ted S ta tes .  The l i m i t a t i o n  

o f  t h e  1993 s i n g l e  family model i s  t h a t  i n t e r a c t i o n s  between water 

p r i c e s  and proper ty  values were no t  adequately separated. Using t h e  

o r i g i n a l  database, I r e - s p e c i f i e d  and re -es t imated t h e  s i n g l e  fam i l y  

water use model us ing  a more convent ional  model form. The r e s u l t s  o f  

t h i s  work, s i x  years a f t e r  t h e  o r i g i n a l  r e p o r t  were pub l ished,  a re  

descr ibed i n  an update o f  t he  r e p o r t  of t h e  same name dated August 1999. 

The b i g  p i c t u r e  f i nd ings  o f  t h e  1993 r e p o r t  d i d  no t  change. Long-run 

water p r i c e  e l a s t i c i t i e s  f o r  t h e  s i n g l e  family F l o r i d a  homes s tud ied  

s t i l l  tend  t o  be about - 0 . 5 .  

I should a l so  s t a t e  I am t h e  designer o f  t h e  Waterate 2001 sof tware 

program t h a t  Aloha U t i l i t y ,  I n c .  (Aloha) used as p a r t  o f  t h i s  r a t e  case. 

Waterate 2001 i s  an Excel workbook t h a t  agencies can use as a p lanning 

t o o l  t o  s imu la te  how changes i n  water and sewer r a t e  s t ruc tu res  impact 

water revenues and water demand. 

prov ides a comprehensive, f l e x i b l e  framework from which t o  evaluate 

It automates complex ca l  cu l  a t i  ons and 
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2. 

4. 

Q. 

A .  

a1 t e r n a t i  ve r a t e  s t r u c t u r e s .  

r a t e  s t ruc tu res  t h a t  can vary by season, s h o r t -  and long- run  p r i c e  

e l  a s t i  c i t y  adjustments speci f i  ed by customer c l a s s ,  and de ta i  1 ed 

r e p o r t i n g  o f  expected water use changes over a 5-year p lann ing  hor izon .  

Waterate i s  no t  a c o s t - o f - s e r v i c e  r a t e  model as some o f t e n  assume. It i s  

pu re l y  a t o o l  f o r  assessing t h e  water use impacts from a l t e r n a t i v e  water 

and sewer r a t e  s t ruc tu res  g iven c e r t a i n  assumptions. 

A t  t h e  request o f  t h e  South West F l o r i d a  Water Management D i s t r i c t ,  d i d  

you review Aloha’s  use o f  Waterate 2001 as app l ied  t o  t h i s  r a t e  case? 

Yes. I contacted and received on October 31, 2001 an e l e c t r o n i c  copy o f  

t h e  Excel workbook used by Steve Watford i n  t h i s  case. Steve i s  t h e  

President o f  Aloha and he c a l l e d  me p rev ious l y  around August 1, 2001 

w i t h  quest ions about Waterate 2001. A copy o f  t h e  Waterate t a b l e s  

prov ided i s  at tached as E x h i b i t  1. 

I n  your rev iew,  what i s  your op in ion  o f  t h e  appropr iateness o f  t h e  

a p p l i c a t i o n  o f  Waterate 2001 i n  t h i s  case? 

While t h e  a p p l i c a t i o n  was genera l l y  appropr ia te ,  I found t h r e e  areas 

where t h e  accuracy o r  i n t e r p r e t a t i o n  o f  t h e  appl i c a t i  on can be improved. 

F i r s t ,  sewer ra tes  need t o  be fac to red  i n t o  t h e  eva lua t i on .  I n  A loha’s  

Seven Springs Water D i v i s i o n ,  a customer’s sewer b i l l  i s  based, i n  p a r t ,  

on monthly water use. Moreover, t h e  sewer ra tes  are  bo th  s i g n i f i c a n t  and 

have been s i g n i f i c a n t l y  increased.  It i s  my understanding t h a t  t h e  

4 

Features i nc l  ude s i  ng l  e o r  mu1 t i  -b lock 
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residential sewer ra te  increased from $ 2 . 2 6  per thousand gallons (TG) 

before December 8 ,  2000 t o  $3.41/TG star t ing May 23, 2001 ( there was 

also an  interim rate  of $3.65) w i t h  a 10 TG cap per month. 

significant change and i s  part of the overall price s i g n a  customers 

face. Sewer price should  be factored i n t o  the price e las t  c i ty  

calculation. The following is  a quote from the Waterate 2001 manual  : 

This i s  a 

Enter water and  sewer prices ($/water u n i t )  associated w i t h  each 

rate  block. 

year,  the base year, and  for the p l a n n i n g  years (1 t o  5). 

You w i l l  need t o  do so for the year prior t o  the base 

Second, I am not  knowledgeable a b o u t  FPSC rules on how t o  factor i n  

long-run price changes into a rate case. I t  i s  my opinion t h a t  only h a l f  

of a water price impact on water use w i l l  occur i n  the f i r s t  year af ter  

the change. I provide the following quote from the Waterate 2001 m a n u a l :  

I n  the short-run, customers can affect behavioral changes b u t  are 

limited i n  the i r  a b i l i t y  t o  a l te r  capital investments i n  outdoor 

landscaping and water u s i n g  appliances and f ixtures .  

customer makes a water-related investment i t  becomes a sunk cost .  

I t  may take a long time before t h a t  investment needs replacing. 

I t  may take a n  extreme climate fluctuation ( e . g . ,  freeze) before 

1 andscapi ng gets rep1 anted w i t h  drought -tolerant a1  ternati ves 

(xeriscape).  

30 years. 

Once a 

Bathroom fixtures ( e . g . ,  t o i l e t s )  may l a s t  for over 

Hence, while increases i n  water prices may induce 
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customers t o  ac t  sooner, i t  may take  some customers years t o  

complete des i red changes. I n  a d d i t i o n ,  i t  may take  a customer a 

number o f  b i l l i n g  cyc les j u s t  t o  understand t h e  r a m i f i c a t i o n s  o f  a 

r a t e  s t r u c t u r e  change. Because o f  these f a c t o r s ,  p r i c e  e l a s t i c i t y  

can be expected t o  be grea ter  i n  t h e  long run  than i n  t h e  sho r t  

run .  

Based on review o f  prev ious research s tud ies ,  we recommend t h a t  

users assume a sho r t - run  h a l f  l i f e  o f  one y e a r .  I n  o ther  words, 

50, 75, and 87.5 % (needs t o  be rounded i n  Table 2 o f  E x h i b i t  1) 

o f  t h e  long- run  p r i c e  impact occurs i n  t h e  f i r s t ,  second, and 

t h i r d  years a f t e r  a p r i c e  change r e s p e c t i v e l y .  The user can 

change t h i s  progress ion i f desi  red .  

Aloha assumes i n  i t s  a p p l i c a t i o n  o f  Waterate 2001 t h a t  a l l  o f  t h e  long-  

run p r i c e  impact w i l l  occur i n  t h e  f i r s t  year .  I t h i n k  i t  w i l l  be h a l f  

t h a t  i n  t h e  f i r s t  year .  Again, I do no t  know how m u l t i p l e  year p r i c e  

impacts a re  accounted f o r  i n  t h e  contex t  o f  t h i s  type  o f  r a t e  case so I 

on ly  present  t h i s  as an observat ion so t h a t  people can i n t e r p r e t  r e s u l t s  

c o r r e c t l y .  

T h i r d ,  i n  Waterate Table 8 o f  E x h i b i t  1, I not i ced  t h a t  t he  water p r i ces  

shown f o r  r e s i d e n t i a l  customers i n  t h e  0 t o  3 TG per  month r a t e  t i e r  i n  

1999 and 2000 a re  se t  t o  $1.32.  I n  r e a l i t y ,  f o r  t h e  base years 1999 and 

2000 Aloha had a $0 p r i c e  f o r  t h e  f i r s t  3 TG as t h i s  water use was p a r t  
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o f  t h e  minimum base f a c i l i t y  charge. Aloha p roper l y  reduced income 

associated w i t h  t h e  base f a c i l i t y  charge i n  Table 7 o f  E x h i b i t  1. The 

ne t  impact o f  a l l  o f  t h i s  i s  n e g l i g i b l e  and does n o t  impact t h e  bottom 

l i n e  r e s u l t s .  I n  f u t u r e  runs,  however, i t  would be c leaner  t o  make t h i s  

change. I n  f a c t ,  I r e c e n t l y  changed t h e  Waterate code t o  s p e c i f i c a l l y  

account f o r  minimum water use associated w i t h  t h e  base f a c i l i t y  charge. 

Could your t h r e e  changes be made i n  Aloha’s run  o f  Waterate 2001? 

Yes. I t would be f a i r l y  easy t o  i n s e r t  t h e  sewer p r i c e s ,  ad jus t  t h e  

sho r t - run  p r i c e  e l a s t i c i t y  t o  f i t  FPSC ru les  i f  necessary, and change 

t h e  minimum use q u a n t i t y  charge t o  $0 for  t h e  f i r s t  0 t o  3 TG/month 

t i e r .  

Is t h e  p r i c e  e l a s t i c i t y  a lgo r i t hm conta ined i n  Waterate and used by 

Aloha appropr ia te  f o r  t h i s  r a t e  case? 

Yes. The SWFWMD study was based on a r e l a t i v e l y  l a r g e  empi r i ca l  dataset 

c o l l e c t e d  f o r  1 ,200  i n d i v i d u a l  homes served by 10 SWFWMD r e t a i l  water 

agencies. Given t h e  water p r i ces  associated w i t h  t h i s  case, t h e  

approximate constant  u n i t  p r i c e  e l a s t i c i t y  i s  about -0 .5 .  The 

approximate constant u n i t  p r i c e  e l a s t i c i t y  i n  t h i s  case i s  about - 0 . 5 .  

That means t h a t  f o r  every 1% increase i n  combined waterhewer  p r i c e  over 

i n f l a t i o n ,  water use w i l l  drop by 0 .5% over t h e  l ong - run .  This  f i n d i n g  

i s  cons is ten t  w i t h  o ther  researcher ’s  f i nd ings  i n  F1 o r i  da . For example, 

such s tud ies  are descr ibed i n  Chapter 14 pages 295 t o  301 o f  t h e  Water 
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Q 

A 

Resources At1 as o f  F l o r i d a ,  1998. I n  a d d i t i o n ,  r e s u l t s  a re  cons is ten t  

w i t h  t h e  o ther  two Southeastern s tud ies  conducted by Danielson o f  261 

homes i n  Rale igh,  North Caro l ina ( indoor  e l a s t i c i t y  o f  -0.305 and 

outdoor e l a s t i c i t y  o f  -1 .38)  and Ware and North f o r  14 Georgia 

Communi t i e s  ( - 0 . 6 1  and -0.67 depending on model ) . Given t h e  consi stency 

o f  f i n d i n g s  i n  general and t h e  l o c a l  scope o f  t h e  SWFWMD s tudy i n  

s p e c i f i c ,  I b e l i e v e  t h e  p r i c e  e l a s t i c i t i e s  used are  appropr ia te  and t h e  

best  est imates a v a i l a b l e .  I n  E x h i b i t  2 ,  I prov ide  references o f  

re1 evant p r i c e  e l  a s t i  c i  t y  s tud ies  . 

Fu r the r ,  t h e  p r i c e  changes I have reviewed i n  A loha ’s  case are  

s i g n i f i c a n t  and m a t e r i a l .  The proposed water ra tes  almost double 

e x i s t i n g  r a t e s .  This  i s  on top  o f  t h e  very s i g n i f i c a n t  sewer charge 

i ncrease. 

Has Waterate been used a t  o ther  water agencies? 

Waterate i s  n o t  a c o s t - o f - s e r v i c e  model, bu t  a r a t e  p lann ing  t o o l .  

Waterate i s most appl i cab1 e t o  agenci es f a c i  ng s i  gni  f i  cant changes i n  

revenue requi  rements o r  contempl a t i  ng s i  gni  f i  cant changes i n  r a t e  

s t r u c t u r e .  This  does no t  happen o f t e n  as most water agencies make small 

yea r - to -yea r  incremental  changes. Aloha i s  an except ion as i t  i s  look ing  

a t  doing bo th .  Outside o f  F l o r i d a  I have setup and b e n e f i c i a l l y  app l ied  

Waterate i n  Aus t in  TX, San Antonio TX, Corpus C h r i s t i  TX, Las Vegas N V ,  

Santa Monica CA, Redwood City CA, Petaluma CA, and several  agencies i n  
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Brazil. I n  Florida 

interested i n  gett  

Several consul ti ng 

I have fielded a number of phone ca l l s  o f  people 

ng a copy of the model or n d a t a  i n p u t  questions. 

firms operating i n  Florida have also obtained copies 

o f  Waterate. I do n o t  know o f  any agencies using Waterate on an  on -go ing  

basis, b u t  t h a t  i s  not  the purpose o f  Waterate. 
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MS. LYTLE: And I would tender t h i s  witness f o r  

cross-examination. 

CHAIRMAN JABER: Thank you. Mr. Wharton. 

CROSS EXAMINATION 

BY MR. WHARTON: 

Q Good morning, D r .  Whitcomb. 

A Good morning. 

Q Would you agree t h a t  the Water Management D i s t r i c t  

retained you t o  perform t h i s  study and create t h i s  model 

because i t  i s  perceived t h a t  there i s  a water shortage i n  t h i s  

area? 

A Yes. 

Q 

the model? 

Now, t o  your knowledge, Aloha has obtained a copy o f  

A Yes. 

Q And Aloha has been i n  communication w i th  you about 

the use and appl icat ion o f  the model, haven't they? 

A Yes. 

Q To your knowledge, i s  your model the most 

comprehensive model o f  i t s  type which i s  s p e c i f i c a l l y  created 

fo r  use i n  the s ta te  o f  Flor ida? 

A Yes. 

Q I n  your opinion, i s  your model any less applicable t o  

Aloha U t i l i t i e s  j u s t  because Aloha i s  a p r i va te  u t i l i t y  as 

opposed t o  a government u t i  1 i ty? 

FLORIDA PUBLIC SERVICE COMMISSION 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

1052 

A No. 

Q Would you say t h a t  your model was created by you - - 
I'm sure i t  has a variety of purposes, but  one of those would 

)e such t h a t  i t  could be applied i n  a case such as this? 
A Yes. 

MR. WHARTON: Tha t ' s  a l l  we have. 
CHAIRMAN JABER: Thank you. Mr. Wood. 

CROSS EXAMINATION 

3Y MR. WOOD: 

Q When you stated i n  your testimony t h a t  Waterate ra s 
l o t  a cost of service model but  a rate planning too l ,  w h a t  d id  

you mean by t h a t ?  
A Cost of service model is  - -  i n  the field of 

"atemaki ng and water ratemaki ng deal s w i t h  devel oping revenue 
"equirements, and that 's  looking a t  a l l  the associated costs 
tha t  are going t o  be collected v i a  the rate model. Waterate 
ias no elements addressing revenue requirements a t  a l l .  

j t r ictly and purely a simulation tool t o  see how prices change 
3s water price - -  water and sewer prices change, w h a t  is the 
Zhange i n  water use. So i t ' s  a much more limited scope t h a n  a 

I t ' s  

full ratemaking application. 

Q Does i t  take in to  consideration customers t h a t  
irdinarily required t o  do a l o t  of extra f lushing of the 
lines i n  order t o  get a product t h a t  i s  usable? 

are 
r 

A I t ' s  not a water use forecasting too l ,  and so i t  does 
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not have a component tha t  would be an add-on t o  come up w i th  a 

gross amount o f  water used by customers. 

Q So i n  e f fec t ,  what I understand you're saying t h a t  

there are cases where i t  i s  not e f fect ive? 

A I ' d  have - - I don' t  understand by what you mean by 

"not e f fect ive.  'I 

Q Well, i f  i t  doesn't take i n t o  consideration the 

excess water tha t  has t o  be used i n  order t o  make the water 

usable such as f lushing, then how i s  i t  - -  how are you going t o  

get conservation under control ? 

A We1 1, again, i t ' s  not a water use forecasting too l .  

I t ' s  not - -  there's no component o f  Waterate tha t  has t h a t  

element i n  it. And I would respond i s  tha t  a f t e r  - - given tha t  

there i s  f lushing, which I don' t  have any way o f  quant i fy ing or 

knowing i n  t h i s  loca l  case, i s  a f t e r  tha t  occurs, we1 1, water 

used above and beyond tha t  would then be par t  o f  the types o f  

things tha t  customers could do t o  cut  back on t h e i r  water as a 

response t o  pr ice.  

CHAIRMAN JABER: Right. But I th ink  Mr. Wood's po int  

i s ,  there's nothing i n  the model or anything i n  the proposed 

conservation ra te  structure by the Water Management D i s t r i c t  

tha t  accounts f o r  the fac t  t ha t  some o f  t ha t  excess water might 

go t o  - -  according t o  customer testimony might go t o  the excess 

associated w i th  f lushing the l i nes  j u s t  tha t  the color comes 

out. 
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THE WITNESS: Right. But I guess my response t o  t h a t  

is t h a t  would be i r re levan t  t o  t h i s  appl icat ion.  

CHAIRMAN JABER: Because? 

THE WITNESS: Well, i f  they have t h i s  f lush ing amount 

if water t h a t  occurs, l e t ' s  say i t ' s  10 percent, t h a t  w i l l  

iccur and now a l l  t ha t  other 90 percent o f  the water i s  used 

'or consumptive use, f o r  i r r i g a t i n g  lawns, f o r  washing dishes, 

'or f lush ing  t o i l e t s ,  tak ing showers, e t  cetera, and t h a t  

;hat - -  those water end uses would then be p r i c e  responsive. 

CHAIRMAN JABER: And are you aware o f  any model t h a t  

)as been developed t o  date t h a t  might factor  i n  poor q u a l i t y  o f  

;ervi ce? 

THE WITNESS: Not i n  ratemaking, no. 
CHAIRMAN JABER: Okay. 

MR. WOOD: I have no more questions. 

CHAIRMAN JABER: Thank you, s i r .  

Mr. Burgess. 

MR. BURGESS: We have no questions. 

CHAIRMAN JABER: S t a f f .  

MS. ESPINOZA: A few questions. 

CROSS EXAMINATION 

!Y MS. ESPINOZA: 

Q Good morning, D r .  Whitcomb. 

A Good morning. 

Q We're going t o  hand out a document, but  we ' l l  get t o  
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:hat i n  a few minutes. 

D r .  Whitcomb, have you read the testimony o f  the 

i ther  D i s t r i c t  witnesses i n  t h i s  case? 

A I have read through some testimony. Please don ' t  

issume t h a t  I 've read i t  a1 1. 

Q Okay. And you agreed e a r l i e r ,  I believe, i n  a 

'esponse t o  a question by M r .  Wharton t h a t  you have been i n  

:ontact during the pendency o f  t h i s  case w i th  Aloha's 

)resident, Mr. Watford, w i th  respect t o  your Waterate model and 

the appl icat ion and the use o f  t ha t  model ; correct? 

A Yes. 

Q Then you're aware tha t  primary issues i n  t h i s  case 

i ncl ude A1 oha ' s increase i n  purchased water costs coup1 ed w i th  

:hange i n  ra te  structure; correct? 

A Yes. 

Q Okay. Are you aware tha t  Mr. Paul Stal lcup has 

Jrovided testimony i n  t h i s  case on behalf o f  Commission S t a f f ?  

A Yes. 

Q Okay. And the u t i l i t y  has taken the rates contained 

i n  Mr. Sta l lcup 's  Late-Fi led Exhib i t  Number 7 t o  a deposition 

that we had and inserted them i n t o  your Waterate model, and a 

summary o f  these resu l ts  i s  attached t o  Mr. Watford's rebuttal  

testimony as Exhibi t  SGW-7. Do you have a copy o f  tha t ,  by any 

chance? I f  not, I do. 

A A copy o f  the model output? 
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Q Actual ly,  o f  Exh ib i t  SGW-7 which i s  an exh ib i t  t o  

Mr. Watford's rebut ta l  testimony. I ' v e  got a copy. 

MS. ESPINOZA: Madam Chairman, a t  t h i s  time I ' d  l i k e  

t o  use t h i s  exh ib i t  which i s  attached t o  M r .  Watford's rebut ta l  

t e s t  i mony . 
CHAIRMAN JABER: That 's f ine .  

MS. ESPINOZA: Okay. May I approach the witness? 

CHAIRMAN JABER: Yes. 

THE WITNESS: Thank you. 

BY MS. ESPINOZA: 

Q D r .  Whitcomb, f i r s t ,  do you recognize these pages as 

outputs from the Waterate model? 

A Yes. 

Q And tu rn ing  t o  Table 9 o f  the Waterate model - -  and 

i t ' s  on Page 16 f o r  anybody else who's looking f o r  i t  - -  and 

s p e c i f i c a l l y  looking a t  the spec i f i c  l i n e  ca l l ed  "Change from 

Changes i n  Base Water Use." 

A Yes. 

Q I s n ' t  i t  t r u e  t h a t  the cost savings indicated i n  

Table 9 on t h i s  l i n e  i s  calculated based on average water cost? 

A 

Q Go ahead. 

A 

Yes, w i t h  perhaps some qua l i f i ca t ions .  

This - - those changes i n  revenue requirement are a 

r e f l e c t i o n  o f  the water use changes tha t  occur from the p r i ce  

e l a s t i c  water reductions which are sometimes refer red t o  as 
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Iepression. 
!arlier table, on Table 3, and looking a t  the short-run 
rariable revenue requirements t h a t  are usually associated w i t h  

urchased water costs, chemical s ,  and energy pumping costs. 
rnd t h a t  i s  then how t h a t  particular line is  derived. 

I t ' s  t a k i n g  those decreases and going back t o  an 

Q Okay. B u t  you d i d  answer yes t o  the question t h a t  
t ' s  calculated based on average water cost w i t h  your following 

:1 ari f i cati on? 
A Yes. 
Q Okay. Now, would you agree t h a t  i n  this particular 

:ase i n  which every thousand gallons saved by Aloha represents 
rater t h a t  Aloha does not have t o  purchase from Pasco County, 

;ha t  cost saving is  more appropriately calculated based on 
iargi nal water cost? 

A Yes. 
Q Okay. Now, turning t o  the document t h a t  you were 

landed earlier and t ak ing  a moment t o  look i t  over. 
A T h a t ' s  the same document? 
Q No, I'm sorry. You should have been handed a 

jocument by - - i t  should have a cover page on i t .  

A 

Q 
A 

Q 
nanual ? 

Yes, I have i t .  

Okay. And looking a t  the document i tself  - -  
Yes. 
- -  do you recognize this document as a Waterate 
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A Yes. 

Q 

A Yes. 

Q 

And t h i s  document was w r i t t e n  by you? 

And i t  i s  par t  o f  the Waterate model t h a t  Aloha has 

mel ied  on i n  t h i s  case w i th  respect t o  ca lcu la t ing  revenue 

jurpluses and s h o r t f a l l s  based on changes i n  revenue 

*equi rements; correct? 

A Yes. 

Q And you have assisted the u t i l i t y  i n  t h i s  regard; 

Zorrect? 

A Yes. 

MS. ESPINOZA: Madam Chairman, may we please have 

th i s  document marked as Exh ib i t  - - 
CHAIRMAN JABER: Sure. Exh ib i t  20. 

MS. ESPINOZA: - -  20. 

CHAIRMAN JABER: Uh-huh, w i l l  be the Waterate manual. 

(Exhib i t  20 marked f o r  i d e n t i f i c a t i o n .  1 

MS. ESPINOZA: And we have no fur ther  questions. 

Thank you very much. 

CHAIRMAN JABER: Thank you. Redirect, Ms. Ly t le?  

MS. LYTLE: No red i rec t ,  ma'am. 

CHAIRMAN JABER: A l l  r i g h t .  L e t ' s  do exh ib i ts .  

Dr. Whitcomb, I have a question t h a t  I wanted t o  w a i t  

u n t i l  we were a l l  done. This i s  completely d i f f e r e n t .  Do you 

ever t e s t i  f y  i n  t e l  ephone and e l e c t r i c  cases? 
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THE WITNESS: NO. 

CHAIRMAN JABER: Okay. A l l  r i g h t .  Thank you. 

Thanks f o r  t e s t i f y i n g  today. 

THE WITNESS : P1 easure. 

(Witness excused. 1 
CHAIRMAN JABER: Exhibi ts.  Water Management 

l i s t r i c t ,  Exh ib i t  19 i s  admitted without objection. 

S t a f f  , Exh ib i t  20 i s  admitted wi thout objection. 

MS. ESPINOZA: Thank you. 

(Exhi b i t s  19 and 20 admitted i n t o  the  record. ) 

CHAIRMAN JABER: Now, par t ies ,  I t h i n k  - -  par t ies  and 

S t a f f ,  I th ink  we should take up M r .  Deterding now. What do 

you th ink? Because I not ice tha t  the l a s t  S t a f f  witness we 

have i s  M r .  Stal lcup, and maybe you a l l  disagree. You j u s t  

need t o  t e l l  me. Ms. Sorensen i s  coming back t h i s  afternoon. 

Doesn't i t  make sense t o  f i n i s h  Ms. Sorensen before we do 

Mr. Stal lcup, or  i t  doesn't matter? 

MS. ESPINOZA: I don' t  know i f  i t  would make a huge 

dif ference. Although r i g h t  now I don ' t  bel ieve we have a 

problem w i t h  tak ing M r .  Deterding up i f  he's amenable. 

MR. DETERDING: That's f i n e  w i t h  me. 

MS. ESPINOZA: O r  we can take up M r .  Stal lcup. 

CHAIRMAN JABER: Okay. L e t ' s  take up M r .  Stal lcup. 

I thought Ms. Sorensen needed t o  t e s t i f y  f i r s t ,  so l e t ' s  go 

ahead and take up M r .  Stallcup. 
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Paul, you've been sworn; correct? 

THE WITNESS: Yes, I have. 

CHAIRMAN JABER: Okay. Go ahead, S t a f f .  

PAUL W. STALLCUP 

nlas ca l led  as a witness on behal f  o f  the S t a f f  o f  the F lo r ida  

'ubl ic Service Commission and, having been duly  sworn, 

t e s t i f i e d  as follows: 

DIRECT EXAM I NATION 

BY MS. ESPINOZA: 

Q Please s tate your name and businl ddress f 

record when you're ready. 

r the 

A My name i s  Paul Stal lcup. My business address i s  

2540 Shumard Oak Boulevard, Tallahassee, Flor ida.  

And i n  what capacity are you employed? 

I ' m  the supervisor o f  the  economics and forecast ing 

Q 

A 

section i n  the  D iv is ion  o f  Economic Regulation. 

Q And have you p r e f i l e d  d i r e c t  testimony i n  t h i s  docket 

consi s t i n g  o f  28 pages? 

A Yes, I have. 

Q Do you have any changes o r  corrections t o  your 

testimony a t  t h i s  time? 

Yes, I do as presented i n  an exh ib i t  I would l i k e  t o  

at tach t o  my testimony. 

A 

MS. ESPINOZA: Okay. Madam Chairman, t h i s  i s  an 

exh ib i t  t h a t  the par t ies  were provided a copy o f  on Wednesday. 
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What i t  i s ,  i t ' s  a copy o f  Mr. Stal lcup's revised consumption 

forecast. A t  the time I passed i t  out t o  them on Wednesday, I 

indicated tha t  we would be seeking t o  enter t h i s  as an exh ib i t  

with Mr. Stal lcup's testimony, and a t  tha t  time the par t ies  

indicated tha t  they would not have an objection. 

So what we would l i k e  t o  do i s  mark t h i s  separate 

exh ib i t  f o r  the record, and then include h i s  exh ib i ts  t h a t  are 

attached t o  h i s  testimony separately as another composite 

exhib i t .  

CHAIRMAN JABER: A l l  r i g h t .  We need t o  i n s e r t  h i s  

testimony i n  before we t a l k  about exhibi ts.  

MS. ESPINOZA: Okay. And the reason I brought t h i s  

up before tha t  i s  because t h i s  exh ib i t  w i l l  have a correct ion 

on h i s  actual testimony. 

CHAIRMAN JABER: I see. A l l  r i g h t .  I s  there any 

objection t o  S t a f f ' s  revised 2001 Consumption Project ion 

Exhibit? 

Mr. Wharton, i t ' s  been represented t h a t  you a l l  have 

no objection t o  t h i s  exh ib i t  tha t  S t a f f  j u s t  passed out. 

MR. WHARTON: That' s correct. 

CHAIRMAN JABER: That w i l l  be Exh ib i t  21, S t a f f .  

(Exhibi t  21 marked f o r  i den t i f i ca t i on . )  

BY MS. ESPINOZA: 

Q Okay. And, Mr. Stallcup, w i th  respect t o  t h i s  

exhibi t  tha t  we've j u s t  marked as Exhib i t  21, do you now have 
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any changes or corrections t o  your testimony? 

A Yes. Two numbers i n  my testimony should be changed. 

Line 15 - -  I ' m  sorry, Page 15, Line 4, and the sentence tha t  

reads, predicted t o t a l  consumption f o r  the RS class t o  be 

890 m i l l i o n  gallons and some. The new number should be 

905,635,244. 

And on Page 16, Line 1, the sentence which reads, 

consumption forecast f o r  2001 i s  1 b i l l i o n  and some other 

d i g i t s .  The new number shal l  be 1,016,121,784. These 

corrections are consistent w i th  the exh ib i t  j u s t  handed out. 

MS. ESPINOZA: Madam Chairman, may we please have 

Mr. Sta l lcup 's  testimony inserted i n t o  the record as though 

read? 

CHAIRMAN JABER: Yes. The p r e f i l e d  d i rec t  testimony 

o f  Paul W .  Stal lcup shal l  be admitted i n t o  the record as though 

read. 

MS. ESPINOZA: Thank you. 

BY MS. ESPINOZA: 

Q Mr. Stallcup, d i d  you also f i l e  Exhib i t  Numbers 

FJL-1 through FJL-11 t o  your testimony? 

A Yes, I did.  

Q And do you have any changes or corrections t o  any o f  

None other than those corrections tha t  were provided 

those exhibi ts? 

A 

t o  the par t ies a t  my deposition. 
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MS. ESPINOZA: And t o  c l a r i f y  on tha t ,  those revised 

2xhibits were provided t o  the par t ies  and also f i l e d  i n  the  

jocket. And I bel ieve t h a t  a l l  the par t ies  have copies o f  

:hose revised exh ib i ts  as wel l  as a l l  three Commissioners. 

CHAIRMAN JABER: Great. 

MS. ESPINOZA: May we have those Exhib i ts  

'JL-1 through FJL-11 marked as Composite Exh ib i t  22? 

CHAIRMAN JABER: Yes. Composite Exh ib i t  22 w i l l  be 

the revised FJL-1 through FJL-11. 

(Exhib i t  22 marked f o r  i den t i f i ca t i on . )  
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DIRECT TESTIMONY OF PAUL W .  STALLCUP 

Q :  

A :  

Boulevard, Tallahassee, Florida 32399. 

Q :  By whom a n d  i n  w h a t  capacity are you employed? 

A :  I am employed by the Florida Public Service Commission as the Supervisor 

of the Economics and Forecasting Section i n  the Division of Economic 

Regulation. 

Q :  Would you please summarize your educational a n d  professional experience? 

A :  I graduated from the Florida State University i n  1977 w i t h  a Bachelor 

o f  Science degree i n  Economics w i t h  minors in Mathematics and S t a t i s t i c s .  I 

received my Masters o f  Science Degree i n  Economics from the Florida State 

University i n  1979 a n d ,  as a P H . D .  candidate, completed the course work and  

doctoral examinations required for t h a t  degree i n  1980. 

Would you please s t a t e  your name a n d  business address? 

My name i s  P a u l  W .  Stallcup. My business address i s  2540 Shumard Oak 

In 1981, I was employed by Florida Power and L igh t  Company as a Load 

Forecast Analys t .  I n  this capacity, I prepared short and long term forecasts 

of company sa les ,  peak demand, and  customer growth. I n  1983, I was employed 

by the Florida Public Service Commission ( the Commission) as a n  Economic 

Analyst and i n  1991 was promoted t o  my current position as Supervisor of the 

Economics a n d  Forecasting Section. I n  this capacity, I have analyzed a n d  made 

recommendations on a variety of  issues i n  a l l  o f  the industries regulated by 

the Florida Public Service Commission. I n  a d d i t i o n ,  since the Commission’s 

last reorganization i n  May of 2000,  I have acted as supervisor t o  s ta f f  

members who have analyzed and made recommendations on water a n d  wastewater 

forecasting, repression, and  ra te  design issues i n  various dockets. 
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Q :  

Commission? 

A :  Yes. I n  1983 I t e s t i f i e d  on beha l f  o f  t h e  Commission s t a f f  i n  t h e  

F l o r i d a  Power and L i g h t  r a t e  case (Docket No. 830465-EI). I N  1997 I t e s t i f i e d  

on beha l f  o f  t h e  s t a f f  i n  t h e  F l o r i d a  Power Corpora t ion ’s  proposed buy-out  o f  

Or lando Cogen L im i ted ’ s  energy con t rac t  (Docket No. 961184-EQ1, and i n  2000 

I prov ided test imony i n  t h e  Aloha U t i l i t i e s  r a t e  case (Docket No. 991643-SU). 

F i n a l l y ,  i n  2000, I prov ided test imony i n  Bel 1South’s Permanent Performance 

Measures Case (Docket No. 00012-TP). 

Have you p rev ious l y  t e s t i f i e d  be fore  t h e  F l o r i d a  Pub l ic  Serv ice 
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Q. 
A .  

What i s  t h e  purpose o f  your test imony i n  t h i s  case? 

The purpose o f  my test imony i s  t o :  

( a )  eva luate t h e  p ro jec ted  customer growth conta ined i n  t h e  u t i l i t y ' s  

Minimum F i l i n g  Requirements (MFRs) and addressed i n  t h e  p r e f i l e d  

test imony o f  u t i l i t y  wi tness Robert Nixon; 

(b )  evaluate t h e  p ro jec ted  growth i n  consumption conta ined i n  the  

u t i l i t y ' s  MFRs as addressed i n  t h e  p r e f i l e d  test imony o f  u t i l i t y  

wi tness David Por te r ,  and t o  address t h e  consumption growth 

p r o j e c t i o n  f i l e d  by OPC witnesses Ted Biddy and Stephen Stewart ;  

respond t o  t h e  c a l c u l a t i o n  o f  i n c l i n i n g - b l o c k  ra tes  as contained ( c )  
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Q 

i n  t h e  u t i l i t y ’ s  MFRs and addressed i n  t h e  p r e f i l e d  test imony of 

u t i  1 i t y  witnesses Robert N i  xon and Stephen Watford , and addressed 

i n  t h e  test imony o f  Southwest F l o r i d a  Water Management D i s t r i c t  

(SWFWMD) witnesses John Whi tcomb and Jay Y i  ng l  i ng ; 

exp la in  t h e  Memorandum o f  Understanding (MOU) t h a t  e x i s t s  between 

t h e  Commission and t h e  f i v e  Water Management D i s t r i c t s  (WMDs), and 

how t h e  Commission and t h e  WMDs work together  i n  cases; 

discuss conservat ion programs as addressed i n  t h e  p r e f i  l e d  

test imony o f  SWFWMD witness Lo is  Sorensen; and 

develop a se r ies  o f  i l l u s t r a t i v e  r a t e  designs. 

Have you prepared e x h i b i t s  i n  t h i s  case? 

A. Yes, I have prepared 11 e x h i b i t s .  The e x h i b i t  numbers and t i t l e s  a re  

1 i sted be l  ow. 

E x h i b i t  No. E x h i b i t  T i t l e  

FJL-1 Test o f  Forecast Methodologies 

FJL-2 Customer Growth P ro jec t i ons  

FJL-3 

FJL-4 Aloha’s  P r o j e c t i o n  Per iods:  Customer Growth v .  

Analys is  o f  A loha’s  Consumption P r o j e c t i o n  

Consumption Growth 

FJL-5 A1 oha Serv ice  Area Drought Sever i t y  

C l a s s i f i c a t i o n s :  2000-2001 

FJL-6 Mois ture D e f i c i t  Var iab les  

FJL-7 Weather Var iab les :  C o r r e l a t i o n  t o  Average 

Monthly Res iden t ia l  Consumption per ERC 

FJL-8 Consumption P ro jec t i ons  

- 5 -  



1 0 6 8  

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

FJL-9 Comparison o f  Consumption P ro jec t i ons  

FJL-10 

FJL-11 I l l u s t r a t i v e  Rate Designs 

Analys is  o f  Aloha’s Requested Rate Design 

Q .  Thank you. Please begin w i t h  a d iscuss ion  o f  t h e  u t i l i t y ’ s  customer 

p r o j e c t i o n s .  Have you read t h e  test imony o f  u t i l i t y  wi tness Robert Nixon, as 

we l l  as  analyzed MFR Schedule F-9 which was sponsored by Mr. Nixon? 

A .  Yes, I have. 

Q .  Would you b r i e f l y  e x p l a i n  t h e  u t i l i t y ’ s  customer growth fo recas t  

met hodol ogy? 

A. Yes. To fo recas t  

Res ident ia l  Connection 

r e s i d e n t i a l  ERCs as requ 

1 and 2 o f  Schedule F-9.  

customer growth,  t h e  u t i l i t y  based i t s  Equ iva len t  

(ERC)  f o recas t  on a t ime t r e n d  o f  h i s t o r i c a l  

red  by t h e  MFRs. This  fo recas t  i s  presented on pages 

Q .  Do you be l i eve  t h e  u t i l i t y ’ s  customer growth fo recas t  produces a 

re1 i ab1 e r e s u l t ?  

A. Yes, I do. 

Q .  

fo recas t  i s re1 i ab1 e? 

A. Yes. Because t h e  u t i l i t y  has r e l i e d  on a t ime t r e n d  t o  fo recas t  ERC 

growth, I const ructed a separate econometric model o f  ERC growth.  This  model 

exp la ins  ERC growth us ing  t h e  r a t e  o f  growth i n  t h e  number o f  households i n  

Pasco County as measured by t h e  U n i v e r s i t y  o f  F l o r i d a ’ s  Bureau o f  Economic and 

Business Research. The purpose o f  t h i s  model i s  t o  p rov ide  a benchmark 

p r o j e c t i o n  t h a t  can be used t o  t e s t  t h e  reasonableness o f  t h e  u t i l i t y ’ s  ERC 

Would you please exp la in  how you concluded t h a t  A loha’s  customer growth 
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f o recas ts .  

Q .  Why do you b e l i e v e  t h i s  comparison i s  necessary? 

A .  Forecasts der ived  from t ime  t rends  incorpora te  w i t h i n  them t h e  i n t r i n s i c  

assumption t h a t  t h e  l e v e l  o f  change i n  t h e  f u t u r e  w i l l  be equal t o  t h e  l e v e l  

o f  change observed i n  t h e  h i s t o r i c a l  data.  This  assumption ignores any o ther  

causal f a c t o r s  t h a t  may i n f l u e n c e  growth, such as changes i n  economic and/or 

demographic cond i t i ons ,  and fo rces  t h e  fo recas ts  t o  grow a t  t h e  same l e v e l  as 

t h a t  observed i n  t h e  h i s t o r i c a l  da ta .  

An econometric model d i f f e r s  from a t ime  t r e n d  model i n  t h a t  i t  

incorpora tes  changes i n  economic and/or demographic cond i t i ons  t o  expl  a i  n 

growth. I n  per iods when f u t u r e  cond i t i ons  are  very much l i k e  those observed 

i n  t h e  pas t ,  an econometric model would y i e l d  fo recas ts  t h a t  a re  very s i m i l a r  

t o  those produced by a t ime  t r e n d .  However, when f u t u r e  cond i t i ons  are  

expected t o  d i f f e r  from those observed i n  t h e  pas t ,  an econometric model i s  

capable o f  r e f l e c t i n g  these expected changes i n  i t s  f o r e c a s t .  For example, 

i f  popu la t ion  growth were expected t o  slow i n  t h e  f u t u r e ,  an econometric model 

o f  f u t u r e  ERCs would show f u t u r e  ERC growth s lowing as w e l l .  Th is  s e n s i t i v i t y  

t o  changing cond i t i ons  cannot be incorpora ted  i n t o  a t ime  t r e n d  fo recas t .  

Therefore,  econometric models tend  t o  produce more re1  i ab le  fo recas ts  over a 

wider range o f  cond i t i ons .  

I b e l i e v e  i t  i s  impor tan t  f o r  t h e  Commission t o  v e r i f y  t h a t  t he  

p ro jec t i ons  produced by a t ime t r e n d  approach a re  appropr ia te  f o r  s e t t i n g  

r a t e s .  I n  p a r t i c u l a r ,  I b e l i e v e  t h a t  i t  i s  impor tant  t o  v e r i f y  t h a t  t h e  ERC 

growth fo recas ts  submit ted by t h e  u t i l i t y  a re  a proper r e f l e c t i o n  o f  t h e  

expected economic and demographic cond i t i ons  i n  which t h e  u t i l i t y  w i l l  be 
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opera t i ng .  This can be achieved by comparing t h e  ERC fo recas ts  produced by 

t h e  t ime  t r e n d  method t o  those produced by an econometric model. I f  t h e  two 

approaches produce s imi  1 ar fo recas ts ,  t h e  Commission can have a d d i t i o n a l  

assurance t h a t  t h e  u t i l i t y ’ s  p r o j e c t i o n s  are  reasonable. I f ,  however, t h e  two 

d i f f e r  s i g n i f i c a n t l y ,  t h i s  may serve as a s igna l  t h a t  t h e  t rended fo recas ts  

may need t o  be adjusted.  

Q .  

economet r i c model ? 

A. As shown i n  E x h i b i t  FJL-1, t h e  econometric model produced an ERC 

fo recas t  f o r  t h e  t e s t  year  ending December 31, 2001 o f  10,448, compared t o  

Aloha’s  fo recas t  o f  10,560. Th is  d i f f e r e n c e  o f  112 ERCs represents  a 

s t a t i s t i c a l l y  s i g n i f i c a n t  d i f f e r e n c e .  

Q .  

A .  Yes. As shown i n  E x h i b i t  FJL-2, I performed a t ime  t r e n d  ana lys i s  

s i m i l a r  t o  t h a t  o f  Aloha, b u t  performed t h e  ana lys i s  by customer c lass  by 

quar te r  from t h e  pe r iod  January 1996 through December 2000. 

Q .  

fo recas t?  

A .  I n  a t ime t rend  s e r i e s ,  t h e  more data p o i n t s  t h a t  a re  a v a i l a b l e ,  t h e  

b e t t e r  t h e  regress ion l i n e .  The a d d i t i o n a l  data p o i n t s  may b r i n g  out  s u b t l e  

t rends  i n  t h e  data t h a t  a re  e l im ina ted  when data i s  combined, as i s  t h e  case 

when combining 12 months o f  data i n t o  one s i n g l e  data p o i n t .  Therefore,  i n  

t h i s  case, r a t h e r  than use a t r e n d  ana lys i s  w i t h  o n l y  f i v e  data p o i n t s ,  I 

performed t h e  same ana lys is  by q u a r t e r ,  which y i e l d e d  22 data p o i n t s  over t h e  

p e r i o d  ended June 2001. 

How we l l  d i d  Aloha’s  fo recas t  compare t o  t h e  fo recas t  produced by your 

D id  you perform a d d i t i o n a l  ana lys i s  on t h e  u t i l i t y ’ s  ERC fo recas t?  

Why d i d  you perform a q u a r t e r l y  t ime t r e n d  ana lys i s  on t h e  u t i l i t y ’ s  ERC 
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Q .  What were t h e  r e s u l t s  o f  your  a d d i t i o n a l  ana lys is?  

A. As shown on E x h i b i t  FJL-2, per forming a q u a r t e r l y  t ime  t r e n d  ana lys i s  

p r o j e c t e d  17 fewer ERCs than  d i d  Aloha’s model. Because my r e s u l t  dev ia tes  

from Aloha’s p ro jec ted  ERC growth by on ly  -0.2%, I do no t  recommend t h a t  

Aloha’s y e a r l y  t ime t r e n d  ana lys i s  be adjusted.  

Q .  Thank you. Regarding t h e  u t i l i t y ’ s  consumption p r o j e c t i o n s ,  have you 

read t h e  test imony o f  u t i l i t y  wi tness P o r t e r ,  as we l l  as analyzed MFR Schedule 

G-9 which was sponsored by Mr. Po r te r?  

A .  Yes, I have. 

Q .  Would you please e x p l a i n  t h e  u t i l i t y ’ s  consumption p r o j e c t i o n  ana lys is?  

A. C e r t a i n l y .  As shown on MFR Schedule G-9, page 1, Mr. Por te r  analyzed 

consumption over t h e  p e r i o d  o f  J u l y  2000 through June 2001. H is  ana lys i s  

invo lved th ree  sets  o f  c a l c u l a t i o n s  o f  both annual average monthly demand and 

annual average d a i l y  demand per  ERC f o r :  1) t o t a l  water s o l d  t o  customers i n  

a l l  subd iv is ions ;  2 )  t o t a l  water s o l d  t o  customers i n  subd iv is ions  created 

more than 10 years ago; and 3) t o t a l  water s o l d  t o  customers i n  subd iv is ions  

created l ess  than 10 years ago. I have summarized t h i s  p o r t i o n  o f  Mr. 

P o r t e r ’ s  ana lys is  on E x h i b i t  FJL-3.  

Q .  

t h i s  manner? 

A .  According t o  Mr. P o r t e r ,  due main ly  t o  a demographic s h i f t  f rom 

r e t i  rement households t o  younger households and 1 arger  homes, t h e  average 

water demand per ERC o f  258 ga l l ons  per  day (GPD) i s  no t  representa t ive  o f  t h e  

demands being placed on t h e  system by i t s  newer customers. He concluded t h a t  

t h e  water demands i n  subd iv is ions  created i n  t h e  past 10 years o f  500 GPD/ERC 

What was h i s  s ta ted  purpose f o r  per forming water demand c a l c u l a t i o n s  i n  
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are more r e f l e c t i v e  o f  water demand on a go ing- forward b a s i s .  Mr. Por te r  then 

m u l t i p l i e d  500 GPD/ERC t imes Aloha’s  p ro jec ted  473 a d d i t i o n a l  ERCs i n  2001 t o  

a r r i v e  a t  a d d i t i o n a l  water demanded du r ing  2001 o f  86,322,500 ga l l ons .  

Q .  Do you agree w i t h  Mr. P o r t e r ’ s  consumption p r o j e c t i o n  methodology? 

A .  No, I disagree w i t h  Mr. P o r t e r ’ s  methodology f o r  severa l  reasons. As 

shown on E x h i b i t  FJL-4, t h e  u t i l i t y ’ s  customer growth p r o j e c t i o n  was based on 

t h e  pe r iod  o f  1995-2000. However, t h e  consumption p r o j e c t i o n  d i d  no t  r e l y  on 

t h e  same f i v e - y e a r  pe r iod .  Instead,  a 12-month p e r i o d  t h a t  overlapped t h e  end 

o f  t h e  h i s t o r i c a l  t e s t  pe r iod  was used. 

Q .  Please cont inue.  

A .  L inear  regress ion  i s  t h e  Commission’s p r e f e r r e d  method f o r  p r o j e c t i n g  

customer and consumption growth, because i t  considers data t rends ,  both up and 

down, i n  t h e  p r o j e c t i o n  c a l c u l a t i o n .  I n  t h i s  case, l i n e a r  regress ion was used 

t o  p r o j e c t  customer growth,  bu t  Mr. P o r t e r ’ s  consumption p r o j e c t i o n  i s  based 

on an averaging c a l c u l a t i o n ,  which does no t  recognize data t rends .  The r e s u l t  

i s  t h a t  data t rends  ev ident  i n  t h e  f i v e  years o f  data used t o  p r o j e c t  customer 

growth were ignored when p r o j e c t i n g  consumption f o r  those same customers. 

Q .  Have you read t h e  test imony o f  t h e  O f f i c e  o f  Pub l ic  Counsel (OPC)  

witnesses Ted Biddy and Stephen Stewart  i n  response t o  Mr. P o r t e r ’ s  

consumption p r o j e c t i o n ?  

A .  Yes, I have. These witnesses a l s o  d isagree w i t h  Mr. P o r t e r ’ s  

consumption p r o j e c t i o n  methodology. 

Q .  

A .  

f lawed because i t  ignores t h e  abnormally d r y  weather i n  2000. 

What i s  t h e i r  main area o f  disagreement w i t h  Mr. P o r t e r ’ s  p r o j e c t i o n ?  

Both Mr. Biddy and Mr. Stewart t e s t i f y  t h a t  Mr. P o r t e r ’ s  c a l c u l a t i o n  i s  

They t e s t i f y  
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t h a t  t h e  abnormally d ry  weather d u r i n g  t h a t  p e r i o d  would r e f l e c t  increased 

water usage due t o  i r r i g a t i o n  needs and t h a t  consumption under normal weather 

circumstances would be l ess  than p ro jec ted  by t h e  u t i l i t y .  They recommend 

basing t h e  p ro jec ted  consumption on average consumption per  ERC du r ing  t h e  

years 1995-2000. This  r e s u l t s  i n  OPC’s recommended p ro jec ted  consumption per  

ERC o f  265 GPD. 

Q .  

ZOOO? 

A .  No, I do n o t .  Based on i n fo rma t ion  obta ined f rom t h e  Nat ional  Drought 

M i t i g a t i o n  Center, I have prepared E x h i b i t  FJL-5 which compares t h e  monthly 

drought c l a s s i f i c a t i o n s  f o r  Aloha’s se rv i ce  area f o r  t h e  years 2000 and 2001. 

I have prepared a rank ing  system based on t h e  drought c l a s s i f i c a t i o n s ,  w i t h  

a drought c l a s s i f i c a t i o n  o f  D 0 (abnormal ly d r y )  be ing assigned a va lue o f  1, 

w h i l e  a drought c l a s s i f i c a t i o n  o f  D 4 (except ional  drought)  receives a score 

o f  5 .  As shown on my e x h i b i t ,  t h e  t o t a l  annual drought score f o r  t h e  year 

2000 i s  33, r e s u l t i n g  i n  an average monthly drought score o f  2 . 8 .  Simi la r ly ,  

t h e  t o t a l  annual drought score f o r  t h e  year  2001 through t h e  month o f  November 

i s  a l so  33, r e s u l t i n g  i n  an average monthly score o f  3 .0 .  Even i n  t h e  event 

t h a t  December 2001 does no t  rece ive  a drought c l a s s i f i c a t i o n ,  bo th  t h e  t o t a l  

annual and average monthly scores f o r  2001 w i l l  be i d e n t i c a l  t o  those o f  2000. 

Therefore,  I b e l i e v e  t h e  weather du r ing  t h e  years 2000 and 2001 are  

comparable, and t h a t  no adjustment should be made t o  r e c t i f y  a perce ived 

abnormal weather pe r iod .  

Q .  

those recommended by Aloha and OPC? 

Do you agree w i t h  Messrs. Biddy and Stewart  regard ing  t h e  weather du r ing  

Do you recommend an a l t e r n a t i v e  consumption p r o j e c t i o n  methodology t o  
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A .  Yes, I d o .  Consistent w i t h  Commission practice,  I recommend t h a t  

mu1 t i  pl  e 1 i near regression produces a more re1 i ab1 e result  and should 

therefore be used t o  project consumption. Also consistent w i t h  Commission 

practice,  I recommend t h a t  these projections be done separately for the 

residential and  general service classes.  

Q .  Would you please explain why you believe multiple regression i s  the 

appropriate consumption projection methodology t o  use i n  this case? 

A .  Many factors ,  such as the number of  persons i n  the household 

and weather - have a n  impact on consumption. Therefore, i t  i s  appropriate 

t o  select  a consumption projection methodology which enables analysis o f  these 

factors on water demand. 

Q .  

household for inclusion i n  your analysis? 

A .  Unfortunately, no.  I n  an  interrogatory propounded by the Commission 

s t a f f ,  the u t i l i t y  was asked t o  provide th i s  d a t a .  However, A l o h a  responded 

by stating t h a t  they d i d  not have any such d a t a .  I also attempted t o  o b t a i n  

the d a t a  from the Pasco Chamber of Commerce, b u t  was unsuccessful there as 

well. 

Certainly. 

Were you able t o  obtain d a t a  such as the average number of persons per 

However, I was able t o  o b t a i n  information regarding other variables 

which I believe affect  consumption. For example, I was able t o  obtain 

information on several types of weather variables which may reasonably be 

expected t o  influence consumption. I believe t o t a l  monthly ra infa l l ,  average 

daily precipitation and  average d a i l y  temperature are examples of such 

variables t h a t  should be analyzed w i t h  respect t o  each variable’s effect  on 

consumption. I n  a d d i t i o n ,  I also examined the possibil i ty t h a t  other weather 
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va r iab les  might a l so  impact consumption. 

Q .  Would you please exp la in?  

A .  Yes. For example, r a i n f a l l  tends t o  have a negat ive  e f f e c t  on 

consumption, w h i l e  temperature t y p i c a l l y  has a p o s i t i v e  e f f e c t  on consumption. 

As temperature r i s e s ,  i t  increases t h e  evaporat ion r a t e  o f  r a i n f a l l ,  thereby 

i n f l  uenci ng t h e  ex ten t  t h a t  rai n f a l l  decreases consumption. Therefore,  a 

s i n g l e  v a r i a b l e  t h a t  incorpora tes  t h e  e f f e c t s  o f  bo th  temperature and r a i n f a l l  

might  a l so  be r e l e v a n t .  The mois tu re  d e f i c i t  v a r i a b l e  (MDV) incorpora tes  

average d a i l y  temperature f o r  t h e  month and t o t a l  r a i n f a l l  f o r  t h e  month. The 

MDV i s  somewhat s i m i l a r  t o  t h e  n e t  i r r i g a t i o n  requirement ( N I R )  v a r i a b l e ,  

which t h e  Commission recognized i n  Order No. PSC-96-132O-FOF-WS, issued 

October 30, 1996, i n  Docket No. 950495-WS as having a p o s i t i v e  c o r r e l a t i o n  t o  

consumption i n  t h e  m a j o r i t y  o f  months analyzed. I have ca l cu la ted  MDVs f o r  

each month du r ing  t h e  pe r iod  1996 through 2000, and t h e  r e s u l t s  a r e  presented 

on E x h i b i t  FJL-6. 

Q .  Has t h e  MDV been recognized by t h e  Commission i n  p r i o r  cases as a 

re levan t  weather v a r i a b l e  t o  consider  when p r o j e c t i n g  consumption? 

A .  

appropr ia te  weather v a r i a b l e  t o  use i n  a m u l t i p l e  regress ion  equat ion.  

Q .  

A .  As shown on E x h i b i t  FJL-7, I regressed each o f  t h e  f o l l o w i n g  weather 

v a r i a b l e s  aga ins t  r e s i d e n t i a l  consumption per ERC t o  f i n d  t h e  va r iab le  w i t h  

t h e  h ighes t  r2 score:  1) average d a i l y  temperature;  2)  average monthly 

temperature s ince  1948; 3)  average d a i l y  p r e c i p i t a t i o n ;  4) t o t a l  p r e c i p i t a t i o n  

f o r  each month; 5) average monthly p r e c i p i t a t i o n  s ince  1948; 6) e f f e c t i v e  

Yes. The MDV has been approved i n  several  p r i o r  Commission cases as an 

What was your next  s tep  i n  your consumption p r o j e c t i o n  c a l c u l a t i o n ?  
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p r e c i p i t a t i o n ;  and 7 )  MDV. 

Q .  What i s  t h e  s i g n i f i c a n c e  o f  r2? 

A .  r2 i s  a measure o f  how much v a r i a t i o n  i n  t h e  dependent v a r i a b l e  can be 

exp la ined by the  independent v a r i a b l e .  Assuming a l l  o ther  t h i n g s  being equa l ,  

t h e  h igher  the  r2 value,  t h e  b e t t e r  t h e  v a r i a b l e  w i l l  perform i n  a p r o j e c t i o n  

model. As i nd i ca ted  on page 7 o f  E x h i b i t  FJL-7, t h e  v a r i a b l e  w i t h  t h e  h ighes t  

explanatory  power i s  t h e  MDV. I have graphed t h e  MDV and r e s i d e n t i a l  

consumption per ERC on page 8 o f  FJL-7 t o  demonstrate how we l l  r e s i d e n t i a l  

consumption moves i n  r e l a t i o n  t o  changes i n  t h e  MDV. 

Q .  

t e s t  year consumption f o r  t h e  r e s i d e n t i a l  c lass  (RS)?  

A .  Yes. The model used t o  fo recas t  t e s t  year consumption f o r  t h e  RS c lass  

i s  based upon b i l l i n g  ana lys i s  data f o r  t h e  pe r iod  from January, 1996 through 

June, 2001. This data i s  aggregated i n t o  q u a r t e r l y  data f o r  t h e  purposes o f  

es t ima t ing  t h e  model. The model s p e c i f i e s  consumption per  r e s i d e n t i a l  ERC i n  

each quar te r  as a f u n c t i o n  o f  two pr imary d r i v e r s :  weather (as measured by 

M D V )  i n  t h e  cu r ren t  quar te r  and a f o u r  quar te r  lagged value o f  consumption per  

r e s i d e n t i a l  ERC. This  s p e c i f i c a t i o n  imp l i es  t h a t  consumption per  ERC i n  each 

quar te r  i s  dependent upon c u r r e n t  weather cond i t i ons  bu t  w i l l  look a t  

consumption per ERC observed du r ing  t h e  same quar te r  o f  t h e  p r i o r  yea r .  As 

es tab l i shed e a r l i e r ,  weather a f f e c t s  consumption. Therefore,  t h e  model a l s o  

inc ludes  a va r iab le  t o  a d j u s t  f o r  t h e  d i f f e r e n c e  i n  weather between t h e  

c u r r e n t  and lagged pe r iod .  A lso ,  t h r e e  b ina ry  va r iab les  used t o  account f o r  

a t y p i c a l  r a i n f a l l  observed i n  t h e  h i s t o r i c a l  weather da ta .  This  model and t h e  

r e s u l t i n g  consumption per  ERC fo recas t  i s  shown i n  my E x h i b i t  FJL-8.  

Would you please prov ide  an overview o f  t h e  model you used t o  fo recas t  
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Q. 

2001? 

A .  The model r e s u l t s ,  when combined w i t h  t h e  ERC fo recas t  descr ibed above, 

p r e d i c t e d  t o t a l  consumption f o r  t h e  RS c lass  t o  be 85c),535 ,366 ga l l ons .  Th is  

fo recas t  i s  based on 6 months o f  ac tua l  data f o r  t h e  p e r i o d  January through 

June, 2001 and s i x  months o f  forecasted consumption f o r  t he  pe r iod  J u l y  

through December, 2001. 

Q .  

t e s t  year  consumption f o r  t h e  general se rv i ce  c lass  ( G S ) ?  

A .  The model used t o  fo recas t  consumption f o r  t h e  GS c lass  i s  s i m i l a r  t o  

t h a t  used f o r  t h e  RS c l a s s .  The model i s  based on h i s t o r i c a l  b i l l i n g  ana lys i s  

data f rom January, 1996 through June, 2001. It aggregates t h i s  data i n t o  

q u a r t e r l y  observat ions and est imates consumption us ing  weather and p r i o r  usage 

from t h e  same quar te r  i n  t h e  prev ious yea r .  The model a l so  conta ins f o u r  

b ina ry  var iab les  used t o  ad jus t  f o r  a t y p i c a l  weather cond i t i ons .  The r e s u l t s  

o f  t h i s  model a re  a l so  presented i n  my E x h i b i t  FJL-8. 

Q .  What d i d  t h i s  model p r e d i c t  f o r  t o t a l  consumption f o r  t h e  GS c lass  f o r  

ZOOl? 
A .  The model r e s u l t s ,  when combined w i t h  t h e  ERC fo recas t  descr ibed above, 

p red ic ted  t o t a l  consumption f o r  t h e  GS c lass  t o  be 110,486,540 ga l l ons .  Th is  

fo recas t  i s  based on s i x  months o f  ac tua l  data f o r  t h e  pe r iod  January through 

June, 2001 and s i x  months o f  forecasted consumption f o r  t h e  pe r iod  J u l y  

through December, 2001. 

Q .  

A .  Based upon t h e  fo recas ts  f o r  t h e  RS and GS c lasses ,  t he  t o t a l  water 

What d i d  t h i s  model p r e d i c t  f o r  t o t a l  consumption f o r  t he  RS c lass  f o r  

90563%. 2 4 ~  

Would you please prov ide  an overview o f  t h e  model you used t o  fo recas t  

What do your models p r e d i c t  t o t a l  water consumption t o  be f o r  2001? 
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onsumpti on fo recas t  f o r  2001 i s 1, El, 221 ,846 ga l l ons .  

. 

r o j e c t i o n s ,  versus yours and those o f  OPC? 

. 

ay be found on E x h i b i t  FJL-9. 

. Le t  us move on t o  t h e  u t i l i t y ’ s  r a t e  s t r u c t u r e  and proposed revenue 

ecovery p o r t i o n  of your test imony.  Have you a l s o  read t h e  tes t imon ies  of 

t i  1 i t y  witness Stephen Watford and SWFWMD wi tness Jay Y i  ng l  i ng? 

Have you prepared a comparison o f  t h e  r e s u l t s  o f  Aloha’s consumption 

Yes. A comparison o f  my p r o j e c t i o n ,  versus those o f  t h e  u t i l i t y  and OPC 

Yes, I have. 

Would you please descr ibe Aloha’s  c u r r e n t  r a t e  s t r u c t u r e ?  

Yes. The u t i l i t y ’ s  cu r ren t  r a t e  s t r u c t u r e  cons is t s  o f  a base f a c i l i t y  

harge (BFC) and un i fo rm consumption charge r a t e  s t r u c t u r e .  For r e s i d e n t i a l  

ustomers, a gal lonage a l lo tment  o f  3,000 ga l l ons  ( 3  kga l )  i s  inc luded i n  the  

J C ,  w h i l e  t h e  gal lonage a l lo tment  f o r  general  se rv i ce  customers va r ies  by 

ie ter  s i z e .  This  type  o f  r a t e  s t r u c t u r e  i s  genera l l y  considered a 

Ionconservat ion-or i  ented r a t e  s t r u c t u r e  because t h e  customer does n o t  rece ive  

I r i c i n g  s igna ls  t o  conserve a t  o r  below t h e  gal lonage a l l o tmen t  l e v e l .  

lowever, accordi  ng t o  SWFWMD witness Jay Y i  ng l  i ng , t h e  cu r ren t  s t r u c t u r e  does 

ieet t h e  requirements o f  t h e  SWFWMD’s gu ide l i nes  w i t h  respect  t o  per  cap i ta  

isage. 

1 .  Please descr ibe Aloha’s proposed r a t e  design and cos t  recovery 

let  hodol ogy . 

\ .  The u t i l i t y  has proposed a t w o - t i e r  i n c l i n i n g  b lock  r a t e  

‘ t r u c t u r e  t o  be app l i cab le  t o  t h e  r e s i d e n t i a l  c lass ,  w i t h  usage b locks s e t  for  

ionth ly  consumption: 1) a t  0 -10  kga l ;  and 2) f o r  consumption i n  excess o f  10 

. 

Certainly.  
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kgal . The u t i l i t y  has also proposed m a i n t a i n i n g  i t s  BFC and  uniform 

consumption charge rate structure for the general service c lass ,  and  

eliminating the gallonage allotments for a l l  customers. F i n a l l y ,  the u t i l i t y  

proposes t o  generate thei r ful l  revenue requi rement through a combination o f  

the f i r s t  t i e r  of consumption charges, a l l  base f a c i l i t y  charges and  general 

service gallonage charges. A l o h a  has proposed t h a t  monies received through 

the second t i e r  of consumption charges be se t  aside and used for :  1) paying 

the cost of water as purchased from Pasco County, and 2) for u t i l i z a t i o n  for 

various conservation measures. 

Q .  

A .  Yes. Aloha’s  proposed rate structure i s  consistent w i t h  inclining-block 

rate structures previously approved by the Commission i n  t h a t  the f i r s t  t i e r  

(block) i s  not greater t h a n  10  kgal  and  the usage block rate  differential  for 

the second block i s  a t  least  25% greater t h a n  i n  the f i r s t  block. However, 

as shown on E x h i b i t  FJL-10, a n  analysis of  price increases t o  customers a t  

various consumption levels reveals t h a t  customers using 3 kgal  w i l l  receive 

the largest percentage increase. This i s  understandable, because the 3 kgal  

allotment i s  being removed from the B F C .  However, customers using between 4 

kgal  and 6 kgal  receive approximately the same percentage price increases as 

those customers using between 20 kgal  and  100 kgal . I n  f a c t ,  customers using 

a mere 4 kgal per m o n t h  w i l l  receive vir tual ly  the same percentage increase 

as those customers using 100 k g a l .  Therefore, I believe i t  i s  appropriate t o  

modify the u t i l i t y ’ s  proposed rate design. 

Q .  

A .  Yes, I w i l l .  The reason why inclining-block rates reduce average usage 

Have you analyzed Aloha’s proposed rate  structure? 

Would you please explain why you believe this i s  appropriate? 
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i s  because demand i n  t h e  h igher  usage b lock (s )  should be more responsive t o  

p r i c e  than demand i n  t h e  f i r s t  b lock .  Therefore,  water users w i t h  low monthly 

usage b e n e f i t  through lower r a t e s ,  w h i l e  water users w i t h  h igh  monthly usage 

w i l l  pay i n c r e a s i n g l y  h igher  ra tes  and be subjected t o  i n c r e a s i n g l y  g rea ter  

percentage increases.  Thus, h igh  water users w i l l  have a g rea te r  i n c e n t i v e  

t o  conserve. However, t h e  u t i l i t y ’ s  proposed i n c l i n i n g - b l o c k  r a t e  s t r u c t u r e  

does n o t  d i s t i n g u i s h  between low and h igh  use. Under Aloha’s  proposal ,  t h e r e  

i s  a r e l a t i v e l y  f l a t  27 percentage p o i n t  spread i n  p r i c e  increase f o r  

consumption ranging from 3 kgal  t o  300 k g a l .  

Q .  

r a t e  s t r u c t u r e ?  

A .  Yes. I w i l l  d iscuss a s e r i e s  o f  i l l u s t r a t i v e  r a t e  designs, as we l l  as 

my recommendations f o r  A loha’s  r a t e  s t r u c t u r e ,  l a t e r  i n  my test imony.  

Q .  

A. Consider ing t h e  manner i n  which t h e  u t i l i t y  has proposed t o  recover 

t h e i r  f u l l  revenue requirement o f  $3,044,811 as shown on MFR Schedule B - 1 ,  

t h e i r  requested ra tes  generate an amount i n  excess o f  t h e i r  requested revenue 

f i g u r e .  Removing m i  sce l  1 aneous se rv i ce  revenues of $32,284 r e s u l t s  i n 

revenues from monthly se rv i ce  r a t e s  o f  $3,702,822. 

Q .  

A. Yes. I n  response t o  S t a f f ’ s  F i r s t  Set o f  I n t e r r o g a t o r i e s ,  No. 15, 

u t i l i t y  wi tness Nixon s ta tes  t h a t  t h e  $3,735,106 revenue c a l c u l a t i o n  ‘ I  . . .  i s  

l i n e a r ,  and does no t  f a c t o r  i n  any reduc t ion  i n  revenue due t o  conservat ion 

r e l a t e d  t o  t h e  proposed p r i c e  o f  water .  [The] $401,377 represents  t h e  ne t  

reduc t ion  i n  revenue p red ic ted  by t h e  SWFWMD Water Rate Model. The $288,918 

Do you have any recommendations as t o  how t o  modify A loha’s  proposed 

P1 ease address A1 oha ’ s  proposed cos t  recovery methodology . 

Has t h e  u t i l i t y  f u r t h e r  exp la ined t h e i r  proposal? 
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i s  . . . t h e  p red ic ted  revenue t h a t  w i l l  be c o l l e c t e d  a f t e r  implementat ion of 

t h e  proposed conservat ion r a t e s .  To t h e  ex ten t  t h i s  p r e d i c t e d  excess revenue 

i s  r e a l i z e d ,  i t  w i l l  be used f o r  conservat ion programs as requ i red  i n  

cooperat ion w i th  SWFWMD.” 

Q .  Do you have concerns about t h i s  proposed method o f  cos t  recovery? 

A .  Yes, I do. It i s  my understanding t h a t  t h e  Commission does no t  approve 

revenue requirements ( r a t e  o f  r e t u r n  t imes r a t e  base) i n  excess o f  what was 

requested by t h e  u t i l i t y .  I n  a d d i t i o n  t o  u t i l i t y  wi tness Nixon s t a t i n g  t h a t  

t h e  excess revenues generated from ra tes  would be used f o r  conservat ion 

programs, u t i l i t y  wi tness Watford s ta tes  i n  response t o  S t a f f ’ s  F i r s t  Set o f  

I n t e r r o g a t o r i e s ,  No. 18(a) , “ t h e  u t i  1 i t y  has confer red  w i t h  SWFWMD several  

t imes concerning t h e  types o f  conservat ion programs t h e  d i s t r i c t  i s  go ing t o  

r e q u i r e  Aloha t o  implement as p a r t  o f  i t ’ s  [ s i c ]  conserva t ion  program t h a t  i s  

going t o  be a p a r t  o f  i t ’ s  [ s i c ]  f i n a l  consent order  w i t h  t h e  d i s t r i c t . ”  

Q .  What i s  t h e  s ta tus  o f  t h e  Consent Order between t h e  SWFWMD and Aloha? 

A .  SWFWMD witness John Parker,  t h e  D i s t r i c t ’ s  Water Use Regulat ion Manager, 

has t e s t i f i e d  i n  regard t o  t h e  Consent Order t h a t  “ a f t e r  several  meetings and 

a formal mediat ion,  t h e  p a r t i e s  have been unable t o  reach a se t t l emen t . ”  

Therefore,  a t  t h i s  t ime ,  i t  does no t  appear t h a t  t h e  D i s t r i c t  has approved a 

u t i  1 i t y - s p e c i f i c  conservat ion program f o r  Aloha. 

Q .  What i s  your op i  n i  on regard ing  A1 oha ’ s  requested conservat ion expenses? 

A .  Because t h e r e  i s  no Consent Order, and, t h e r e f o r e ,  no approved 

conservat ion programs, I do n o t  b e l i e v e  t h e  u t i l i t y ’ s  ra tes  should be se t  a t  

a l e v e l  t h a t  generates excess revenues f o r  those programs’ expenses. However, 

g iven the  Memorandum o f  Understanding (MOU) t h a t  e x i s t s  between t h e  Commission 
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and a l l  f i v e  o f  t he  s t a t e ' s  Water Management D i s t r i c t s  (WMDs), I b e l i e v e  i t  

i s  impor tan t  t o  work w i t h  t h e  SWFWMD on t h i s  i ssue .  

Q .  Would you p lease e x p l a i n  t h e  MOU t h a t  e x i s t s  between t h e  Commission and 

t h e  f i v e  Water Management D i s t r i c t s ,  and how t h e  Commission and t h e  WMDs work 

together  i n  cases? 

A .  Yes. The Commission has a MOU w i t h  t h e  SWFWMD, as w e l l  as w i t h  t h e  f o u r  

o the r  WMDs. I n  June 1991, t h e  Commission and t h e  f i v e  WMDs recognized t h a t  

i t  i s  i n  t h e  p u b l i c  i n t e r e s t  t h a t  they  engage i n  t h e  j o i n t  goal t o  ensure 

e f f i c i e n t  and conservat ive u t i l i z a t i o n  o f  water resources i n  F l o r i d a ,  and t h a t  

a j o i n t ,  cooperat ive e f f o r t  i s  necessary t o  implement an e f fec t i ve  s ta te -w ide  

water conservat ion p o l i c y .  The MOU memorial izes t h e  common ob jec t i ves ,  

p r i n c i p l e s  and r e s p o n s i b i l i t i e s  o f  each agency i n  order  t o  implement an 

e f f e c t i v e  s ta te -w ide  water conservat ion po l  i c y .  

Q .  

pub1 i c  water systems? 

What are t h e  common ob jec t i ves  o f  t h e  two agencies as they r e l a t e  t o  

A The common ob jec t i ves  as s ta ted  i n  t h e  MOU i n c l u d e ,  bu t  are no t  l i m i t e d  

t o :  

( a )  f o s t e r i n g  conservat ion and t h e  reduc t i on  o f  withdrawal demand o f  

ground and sur face water through, among o ther  measures, employment 

o f  conservat ion promoting r a t e  s t r u c t u r e s ,  maximization o f  reuse 

o f  rec la imed water ,  and through customer educat ion programs; 

(b )  t o  e f f e c t i v e l y  employ t h e  techn ica l  exper t i se  o f  t h e  WMDs 

regard ing  water resource development and water resource 

management, and t o  employ Commission exper t i se  i n  t h e  economic 

r e g u l a t i o n  o f  u t i l i t i e s  f o r  t h e  promot ion o f  e f f i c i e n t  water 
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consumption i n  t h e  p u b l i c  i n t e r e s t ;  and 

( c  ) t h a t  t h e  agencies s h a l l  exchange p e r t i n e n t  a v a i l a b l e  i n fo rma t ion  

regard ing water systems exper ienc ing water avai  1 ab i  1 i t y  p rob l  ems. 

With regard t o  water conservat ion programs, have you read t h e  test imony Q .  

o f  SWFWMD witness Lo is  Sorensen? 

A .  Yes, I have. 

Q .  

A .  Yes. Witness Sorensen, t h e  SWFWMD’s Water Shortage Coord inator ,  

t e s t i f i e d  regard ing conservat ion tha t  water u t i l i t i e s  i n  t h e  D i s t r i c t  must 

develop and implement a u t i l i t y - s p e c i f i c  water conservat ion p lan  o r  program. 

She prov ided test imony regard ing  t h e  f o u r  main types o f  measures t h a t  cou ld  

be elements o f  a u t i l i t y ’ s  water conservat ion program - educat ion,  opera t ion ,  

r e g u l a t i o n  and i n c e n t i v e  - and a l so  prov ided cos t  e f fec t i veness  r a t i o s  f o r  

several  o f  t h e  programs discussed. She suggested t h a t  Aloha cou ld  pay t h e  

conservat ion program expenses by “ .  . . revenues generated . . . t o  c rea te  a 

dedicated water conservat ion fund, o r  a1 l oca te (d )  funds from o ther  d isa l lowed 

expenses . . . ”  She f u r t h e r  t e s t i f i e d  t h a t  many o f  t h e  conservat ion program 

measures discussed i n  her test imony cou ld  be done f a i r l y  q u i c k l y ,  i f  

necessary, t o  he lp  Aloha come back i n t o  compliance w i t h  i t s  Water Use Permit  

(WUP) * 

Q .  Do you b e l i e v e  water conservat ion programs f o r  u t i l i t i e s  a re  impor tant? 

A .  Yes, I do, e s p e c i a l l y  when a u t i l i t y  i s  no t  i n  compliance w i t h  i t s  WUP. 

Q .  Is Aloha i n  compliance w i t h  i t s  WUP? 

A .  SWFWMD witness Parker has t e s t i f i e d  t h a t  Aloha i s  n o t  i n  compliance w i t h  

i t s  WUP because i t  i s  exceeding t h e  permi t ted  annual average day wi thdrawal .  

Would you b r i e f l y  summarize her test imony? 
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Witness Parker goes on t o  t e s t i f y  t h a t ,  “Aloha needs t o  implement a water 

conserving r a t e  s t r u c t u r e ,  and water conservat ion programs t o  comply w i t h  

SWFWMD r u l e s  and i t s  WUP.. . . t o  date Aloha has n o t  taken adequate measures t o  

conserve water .  ” 

c .  n r r  C n n  n, 
LJJ JVI m L l I  J J U  

nn P r i ~  f n  n - \ ,  Fnn 

-+-,nv, nv,nnn nun P A P  nn A n 93 
VU L I V I  I pl Vyl Ull l  L A t J L J L J  I V I  / I  I V I  I U .  

A .  C i n o n  i+ i r  m \ ,  i n n A n n e + -  I ’ n m  +h? . .  
c r ~ n n  nnc- nn+ ~n 

J I IILL I L I J Illy UlIULI J L U I  I U T l I Y  L l I U  I J J I U I I  U V L J  l l V L  u p  

i-c‘v!c:;c re;;; r x n t s  :n excess vnf \;;h;t ws r e q w z t c d  c: E X  SchedLI12 D, 1, 

Bcljeve t h e  X7.y I I lL thed vnf funcljng P1lsh;’s cvnnsersd;tjon p-wg-wm i n  t h i s  c;sc 

I 

P +h h nnrl i t r+innr i n  nnnnT+inn nvnnnrnc +hry&\,  C n n n 4 n n  I I ~  minr +a 
IJ L l l  

+ ~ n r l  +hn rrnncnn\,-+inn n n  
Y L W L I U  L H L  L U I I J L l  V U L I U I I  tJ’” I I ” U ” Y ’  L V  LIIL L A L L I I L  L u I I J L 1  v u L I u r t  

r in911\,  +n +hn n w + n n C  p n n r n m \ , ? + i n  

. .  
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U I L  IUI IULU,  I U L I I L V L  L l IL  b I J J  I V I I  J L U I  I J I h  W I L I I  L I I L  
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nnn7 -+n l  s, up1 I U L L I Y .  

Q .  Thank you. E a r l i e r  i n  your test imony,  you s ta ted  t h a t ,  through a se r ies  

o f  i l l u s t r a t i v e  r a t e  designs, you would e x p l a i n  how Aloha’s  proposed r a t e  

design should be mod i f ied .  

A .  C e r t a i n l y .  There a re  several  steps i nvo l ved  i n  eva lua t ing  and 

c a l c u l a t i n g  an i n c l i n i n g - b l o c k  r a t e  s t r u c t u r e  i n c l u d i n g  (bu t  no t  l i m i t e d  t o )  

determin ing:  1) t h e  appropr ia te  “conservat ion adjustment , ”  i f  any; 2) t h e  

appropr ia te usage b lock  r a t e  f a c t o r s ;  and 3 )  t h e  appropr ia te  usage b locks .  

So t h a t  my comparisons t o  Aloha’s proposed r a t e  design are as comparable as 

poss ib le ,  I have based E x h i b i t  FJL-11 on Aloha’s  requested revenues rom 

monthly serv ice  ra tes  o f  $3,702,822, as we l l  as used Aloha’s p ro jec ted  b i  I s ,  

ERCs and ga l l ons .  I n  E x h i b i t  FJL-11, t h e  ana lys i s  i s  f i r s t  categor ized by t h e  

Would you please begin? 
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s e l e c t i o n  o f  d i f f e r e n t  usage b locks .  Aloha has proposed usage b locks o f  0 -10  

kgal  and 10+ k g a l .  I be l i eve  an a l t e r n a t i v e  s e t  o f  usage b locks  t h a t  m e r i t s  

cons ide ra t i on  i s  f o r  usage a t  0-8 kgal  , 8-15 kgal and 15+ kgal  . The u t i l i t y ’ s  

proposed usage b locks are shown on pages 1 through 3 o f  E x h i b i t  FJL-11, w h i l e  

t h e  a l t e r n a t i v e  s e t  o f  usage b locks i s  shown on page 4 through 6 o f  my 

e x h i b i t  . 

Q .  

A. As I discussed e a r l i e r  i n  my tes t imony,  A loha’s  proposed r a t e  design 

does n o t  send inc reas ing l y  h igher  p r i c e  s igna ls  t o  those customers a t  h igh  

consumption l e v e l s .  I n  f a c t ,  a rev iew o f  E x h i b i t  FJL-10 w i l l  i n d i c a t e  t h a t ,  

f o r  usage between 8 kgal and 15 k g a l ,  t h e  percentage increases a re  l ess  than 

those f o r  customers us ing l e s s  than 8 k g a l .  One way t o  m i t i g a t e  t h i s  

d i s p a r i t y  i s  t o  c rea te  a usage b lock so t h a t  usage i n  t h e  8 kgal  t o  15 kgal 

range can be assigned a h igher  ga l lonage r a t e  than f o r  usage i n  t h e  0 t o  8 

kgal  range. 

Q. 

t o  8 kga l?  

A. No, I do n o t .  An ana lys is  o f  u t i l i t y  wi tness Nixon’s  Late F i l e d  

Depos i t ion  E x h i b i t  No. 2 ( rev i sed  MFR Schedule E-14) i n d i c a t e s  t h a t  t h e  10 

kgal  t h resho ld  captures 73% o f  t h e  u t i l i t y ’ s  b i l l s  and 68% o f  i t s  consumption. 

Lowering t h e  f i r s t  b lock th resho ld  (cap) t o  8 kgal  captures 66% o f  t h e  

u t i l i t y ’ s  b i l l s  and 61% o f  i t s  consumption - no t  a l a r g e  change from those 

percentages a t  t h e  10 kgal cap. Furthermore, lower ing  t h e  cap from 10 kgal 

t o  8 kgal  w i l l  send a s t ronger  conservat ion p r i c e  s igna l  t o  a l a r g e r  group o f  

customers. When lower ing t h e  f i r s t  usage b lock th resho ld ,  however, i t  i s  

Why d i d  you s e l e c t  t h i s  a l t e r n a t i v e  usage b lock group t o  consider? 

Do you have any concerns about dropping t h e  f i r s t  usage b lock  th resho ld  
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impor tant  t o  consider t h a t  t h e  Commission i n  past  cases has recognized t h a t ,  

as a revenue s t a b i l i t y  cons idera t ion ,  a t  l e a s t  50% o f  t h e  b i l l s  and ga l l ons  

be captured i n  t h e  th resho ld  o f  t h e  f i r s t  usage b lock .  

Q .  Please cont inue w i t h  t h e  exp lanat ion  o f  your i l l u s t r a t i v e  r a t e  designs. 

A .  Thank you. For t h e  two se ts  o f  usage b locks being evaluated,  t h e r e  are  

t h r e e  a l t e r n a t i v e s  f o r  base f a c i l i t y  charge (BFC) v .  ga l lonage charge cos t  

recovery f o r  each usage b lock  s e t :  BFC = 31%, BFC = 28%, and BFC = 25%. For 

example, Page 1 o f  E x h i b i t  FJL-11 i s  based on usage b locks  o f  0 -10  kgal and 

10+ k g a l ,  w i t h  a BFC a l l o c a t i o n  o f  31%. Page 2 o f  E x h i b i t  FJL-11 a l so  

examines t h e  0 -10  and 10+ kgal  s e t  o f  usage b locks ,  b u t  a t  a BFC a l l o c a t i o n  

o f  28%. Page 3 o f  E x h i b i t  FJL-11 lowers the  BFC a l l o c a t i o n  t o  25%. The lower 

t h e  BFC a1  l o c a t i o n  percentage - and, t he re fo re ,  t h e  g rea te r  t h e  gal lonage 

charge a1 l o c a t i o n  percentage - t h e  more conserva t ion  o r i e n t e d  t h e  r a t e  i s  

considered. 

The same p a t t e r n  i s  repeated f o r  pages 4 through 6 o f  E x h i b i t  FJL-11, 

bu t  f o r  t h e  0 t o  8 kgal  , 8 kgal  t o  15 kgal and 15+ s e t  o f  usage b locks .  

F i n a l l y ,  pages 1 through 3 o f  E x h i b i t  FJL-11 conta ins t h e  same 5 se ts  o f  usage 

b lock r a t e  f a c t o r s :  1) 1.0/1.25, 2 )  1.0/1.5, 3) 1 .0 /1 .75  and 4) 1.0/2.0. 

Pages 4 through 6 o f  E x h i b i t  FJL-11 conta in  the  f o l l o w i n g  usage b lock r a t e  

f a c t o r s :  1) 1.0/1.25/1.5, 2) 1 .0/1.25/1.75,  3) 1.0/1.25/2.0 and 4)  

1.0/1.5/2.0. 

Q .  How should an appropr ia te  BFC a l l o c a t i o n  percentage be designed? 

A .  The appropr ia te  BFC a l l o c a t i o n  percentage i s  one t h a t  permi ts  the  

u t i l i t y  t o  recover a s i g n i f i c a n t  share o f  i t s  f i x e d  cos ts  w h i l e  a t  t h e  same 

t ime  sending customers t h e  proper p r i c i n g  s igna ls  t o  encourage them t o  con t ro l  
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thei r water usage. 

Q .  Would you please explain? 

A .  There are several t h i n g s  t o  keep i n  mind when selecting a n  appropriate 

BFC v .  gallonage charge allocation. One i s  t h a t ,  i n  this case, due t o  the 

elimination of the 3 kgal  allotment i n  the B F C ,  the customers a t  3 kgal of 

usage w i l l  receive the greatest percentage price increase. This problem i s  

mitigated somewhat by decreasing the BFC allocation percentage. However, due 

t o  revenue s t a b i l i t y  concerns, the BFC a1 location percentage should  not  be 

decreased t o  the point t h a t  the new BFC i s  less t h a n  the current BFC.  I n  

a d d i t i o n ,  a competing point t o  consider i s  t h a t  the gallonage charge 

allocation percentage should be a t  a level such t h a t  the resulting gallonage 

charge i n  the f i r s t  block i s  not  less t h a n  the u t i l i t y ’ s  current gallonage 

charge. 

Q .  Do you agree i n  theory t h a t  placing more of the cost recovery burden i n  

the gallonage charge places the u t i l i t y  a t  risk for greater revenue 

i ns tab i  1 i t y ?  

A .  I n  theory, a move away from revenues generated through fixed charges t o  

revenues generated through gallonage charges w i  11 increase the uncertainty 

a b o u t  the revenue stream. I n  practice, however, the variabil i ty of revenue 

received exis ts  w i t h i n  a continuum. For example, i f  the Commission were t o  

se t  the BFC a t  zero, making the u t i l i t y ’ s  revenue requirement to ta l ly  

dependent on the number of gallons sold, i n  months of extremely low usage 

there could be the risk t h a t  revenues generated might  no t  cover fixed costs.  

This s i t u a t i o n  could place the u t i l i t y  a t  greater r i sk .  A t  the other extreme, 

the Commission could set  the BFC a t  100% of the u t i l i t y ’ s  revenue requirement 
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and thereby el imi nate any vari abi 1 i ty in revenue associated with usage. 

Q. 

the utility at a greater risk for revenue instability? 

A. Yes. However, as may be calculated from MFR Schedule E-13, this is the 

same BFC v. gallonage charge allocation split proposed by the utility. On 
Schedule E-13, the utility’s proposed rate design generated BFCs of 

$1,152,330, pl us corresponding gal 1 onage charge revenues of $2,550,492. Thi s 
represents 31% of the revenues recovered through the BFC. with the remaining 

69% o f  revenues recovered through the gallonage charges in Aloha’s proposed 

rate design. 

Will placing 31% of the utility’s cost recovery burden on the BFC place 

Furthermore, I believe the magnitude of the cost recovery shifts 

resulting in a BFC allocation percentage of 25% are insignificant compared to 

the resulting improved conservation pricing signals sent to customers, while 

at the same time minimizing the price increases for largely nondiscretionary 

use. 

Q. You mentioned earlier that the appropriate BFC allocation percentage is 
one that permits the utility to recover a significant share of its fixed costs 
while also sending customers the proper conservation pricing signals. How 

would this analysis be performed? 

A. This analysis is based on the fact that there will be a certain baseline 

level of water sold to customers during the year. I believe it is reasonable 
to assume this baseline level is represented by the sum of residential usage 

in the first usage block plus water sold to the utility’s general service 

customers. It is not necessary for 100% o f  the utility’s fixed costs to be 

recovered solely through the BFC if a combination of the BFC and the revenues 
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generated by t h i s  base1 i n e  l e v e l  o f  usage combine t o  cover f i x e d  cos ts .  A f t e r  

f i x e d  costs  a re  recovered, it i s  e n t i r e l y  appropr ia te  f o r  t h e  incremental  

v a r i a b l e  cos ts  t o  be recovered through t h e  revenues generated by t h e  number 

o f  ga l l ons  so ld .  

Q .  What does t h e  ana lys i s  o f  E x h i b i t  FJL-11 revea l?  

A. Based on t h e  r e s u l t s  o f  my ana lys i s ,  as shown on page 6 o f  t h i s  e x h i b i t ,  

a p re fe rab le  r a t e  s t r u c t u r e  t o  t h a t  proposed by Aloha i s  one t h a t  i s  based on 

t h e  a l t e r n a t i v e  s e t  o f  usage b locks ,  and a BFC a l l o c a t i o n  percentage o f  25%. 

The p r i c e  s igna ls  sent t o  t h e  medium and h igh  consumption users based on t h i s  

r a t e  design are  g rea te r  than on any o ther  page o f  t h e  e x h i b i t .  My 

recommendation i s  based upon a ba lanc ing o f  t h e  u t i l i t y ’ s  f i n a n c i a l  s t a b i l i t y  

and genera l l y  accepted conservat ion p r i n c i p l e s .  

Q .  

t h e  test imony o f  SWFWMD witness John Whitcomb, Ph.D.? 

A. Yes, I have. Dr. Whitcomb t e s t i f i e d  regard ing t h e  SWFWMD’s 1999 p r i c e  

e l a s t i c i t y  s tudy ,  as w e l l  as t h e  development and a p p l i c a t i o n  o f  t h e  Waterate 

2001 sof tware used by Aloha i n  t h i s  f i l i n g .  Waterate 2001 i s  an Excel 

workbook t h a t  may be used as a p lann ing  t o o l  t o  s imu la te  how changes i n  water 

and sewer r a t e  s t r u c t u r e s  impact water revenues and water demand. 

Q .  

t h i s  case, and, i f  so,  how should t h e  demand reduc t i on  be est imated? 

Q .  Yes. I b e l i e v e  i t  i s  reasonable t o  expect a reduc t ion  i n  demand 

( repress ion)  caused by an increase i n  t h e  water r a t e s .  I a lso  be l i eve  i t  i s  

reasonable t o  es t imate  demand reduct ions based on t h e  long- run  p r i c e  

e l a s t i c i t i e s  found i n  t h e  D i s t r i c t ’ s  s tudy .  S p e c i f i c a l l y ,  when gal lonage 

Thank you. Moving on t h e  nex t  p o r t i o n  o f  your test imony,  have you read 

Do you b e l i e v e  a reduc t i on  i n  water demand ( repress ion)  w i l l  occur i n  
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p r i c e s  are  below $1.50 per kga l ,  p r i c e  e l a s t i c i t y  i s  est imated t o  be -0.398, 

f o r  p r i c e s  between $1.50  per kgal  and $3.00, t h e  p r i c e  e l a s t i c i t y  i s  est imated 

t o  be -0.682, and f o r  p r i ces  above $3.00 per  k g a l ,  p r i c e  e l a s t i c i t y  i s  

est imated t o  be -0.247. Furthermore, as t e s t i f i e d  by Dr. Whitcomb, i t  can be 

expected t h a t  50% o f  t he  long- run  p r i c e  impact w i l l  occur i n  t h e  f i r s t  yea r .  

Q .  

A .  Yes, I do. I would l i k e  t o  emphasize f i r s t  t h a t  s t a f f ’ s  f i n a l  

recommended customer growth and consumption p r o j e c t i o n s  should be c a r r i e d  

through t o  any o ther  r e l a t e d  p r o j e c t i o n  f a c t o r s  used. F i n a l l y ,  t h e  

conclusions I draw from E x h i b i t  FJL-11 are  based who l ly  on t h e  u t i l i t y ’ s  

proposed f i l i n g .  To the  ex ten t  t h i s  e x h i b i t  i s  used i n  s t a f f ’ s  f i n a l  

recommendation i n  t h i s  case, t h e  r a t e  c a l c u l a t i o n s  should be based on s t a f f ’ s  

f i n a l  recommended revenue requirement , as we1 1 as on s t a f f ’ s  f i n a l  recommended 

b i  11 s , ERCs and consumption. 

Q .  

A .  Yes. 

Do you have any concluding remarks? 

Does t h i s  conclude your test imony? 
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BY MS. ESPINOZA: 
Q Mr. Stallcup, could you please briefly summarize your 

test i mony . 
A Yes. The purpose of my testimony is to supplement 

the record on two important areas in this case. These areas 
are: The appropriate water consumption forecast, particular 
for the residential class, to be used for rate-setting 
purposes, and how an effective conservation rate structure 
should be developed to encourage price- induced conservation. 

With respect to the water consumption forecast, I 

Y 

recommend that the Commission adopt the forecast contained in 
my direct testimony and as updated in the exhibit just handed 
out. This forecast is based upon a comprehensive econometric 
model that includes the effects o f  weather as well as the 
impact of recent demographic trends occurring within the Aloha 
service territory. Thus, it's my opinion that this model 
successful 1 y incorporates the issues raised by Pub1 i c Counsel 
Witness Stewart considering weather normalization, and it 
addresses the concerns raised by the utility about the recent 
demographic shift away from retirement-oriented homes and 
towards larger family-oriented homes. 

Contained within the forecast issue i s  the important 
subissue of repression. As you know, repression deals with the 
fact that as water prices rise, water consumers will respond by 
using less water. This repression of water usage is based upon 
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;he economic concept of price elasticity of demand. As stated 
n my testimony, I accept the price elasticity demand estimates 
ind the resulting repression of water consumption proposed by 
later Management District Witness Dr. Whitcomb. 

The second major area I address in my testimony is 
low an effective conservation-oriented rate structure can be 
leveloped. What makes a conservation-oriented rate structure 
tffective is that it pushes the majority of the price 
increases - - the majority of the percentage increase in price 
ipwards towards 1 arger users of water whi 1 e simultaneously 
iolding down price increases for users who use water sparingly. 
-0 this end, I present a set of illustrative rate designs that 
;how how changes in allocations between base facility charges 
ind gallonage charges as well as variations in usage block rate 
'actors can help produce more effective conservation-oriented 
'ate structures. 

Finally, in addition to the two major areas I just 
iddressed, I offer an opinion concerning the appropriate way 
;his Commission should consider cost recovery for conservation 
irograms. 
ipproved by the Water Management District for this utility and 
ieemed by this Commission to be a prudently incurred expense, 
:hen those expenses should be recoverable through the normal 
:ost recovery calculations traditionally used by this 
:ommi ssi on. 

It's my opinion that any conservation program 

FLORIDA PUBLIC SERVICE COMMISSION 
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I ' v e  seen no extraordinary circumstances i n  t h i s  case 

t h a t  would warrant the use o f  nontradi t ional  cost recovery 

methods. That concludes my testimony - -  or  my summary. 

MS. ESPINOZA: Thank you. 

CHAIRMAN JABER: Thank you, s i r .  

Mr. Wood, do you have any questions? 

MR. WOOD: Yes. 

CROSS EXAMINATION 

BY MR. WOOD: 

Q When you mentioned demographics, what are you basing 

your demographics on? 

A The not ion o f  the demographic s h i f t  i s  a not ion t h a t  

was o r i g i n a l l y  raised by the company. To paraphrase the 

company's pos i t ion,  i t ' s  t h e i r  contention t h a t  w i th in  the Aloha 

service t e r r i t o r y  the fundamental demographics o f  the area are 

changing away from retirement homes, i f  you w i l l ,  towards 

larger  fami ly-or iented homes. That i s  a contention by the 

company. I t ' s  not my job t o  e i t he r  except or  r e j e c t  t h a t  

contention on i t s  own, ra ther  what my job i s ,  i s  t o  analyze the 

data, the actual consumption data i t s e l f ,  both f o r  the most 

recent year as well  as recent h i s to ry  t o  determine what the 

actual consumption data reveal s. 

The company contends t h a t  the demographic s h i f t  w i l l  

inf luence consumption. Well, t h a t ' s  f ine .  That 's t h e i r  

contention. My job i s  t o  evaluate the data t o  see i f  t h a t  
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1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

1094 

zhange i n  consumption ac tua l l y  ex is ts .  

Q So you d i d n ' t  get any o f  your information from the 

governmental source or anything l i k e  tha t ,  from, l i k e ,  the 

:ensus Bureau? 

A We d i d  obtain some economic data t h a t  ac tua l l y  came 

the s tate o f  F lor ida concerning household evaluations, things 

l i k e  tha t ,  t ha t  were o r i g i n a l l y  attempted t o  be incorporated 

i n t o  the model, but  we found the s t a t i s t i c a l  f i t  o f  such data 

to not meet the muster, so we d i d  not use it. 

MR. WOOD: That 's a l l  I have. 

CHAIRMAN JABER: Thank you, s i r .  

Mr. Burgess. 

CROSS EXAMINATION 

3Y MR. BURGESS: 

Q Mr. Stal lcup, have you been here through the e n t i r e  

i ea r i  ngs? 

A Yes, I have. 

Q So you heard Mr. Por ter 's  testimony? 

A Yes, I did.  

Q Do you hear Public Service Commission S t a f f  ask some 

questions w i th  regard t o  impl ied assumptions w i  Lhin h i s  method? 

A Within M r .  Por te r ' s  method, yes. 

Q Did you hear them ask questions about implied 

assumptions about how growth would take place over the course 

D f  the t e s t  year? 
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A Yes, 

Q Do you reca l l  hearing him ask whether h i s  model 

jssumed tha t  growth would take place a l l  a t  the beginning o f  

the t e s t  year? 

A I reca l l  t ha t .  

Q What i s  your understanding about Mr. Por ter 's  method 

in  t h i s  regard? 

A I believe t h a t  method i s  flawed. 

Q And what i s  your understanding w i t h  regard t o  whether 

it i n  fac t  i m p l i c i t l y  assumes tha t  growth w i l l  take place a t  

the beginning o f  the year? 

A That i s  i m p l i c i t l y  what t h a t  presumption would 

require. And i t ' s  my opinion i t  should be an average rather 

than occurring r i g h t  a t  the beginning o f  the year. 

Q Is t ha t  because i t  doesn't make any sense t o  assume 

that the growth t h a t  you're going t o  have i n  any given year i s  

a l l  going t o  take place on January 1s t  o f  t h a t  year? 

A Yes, t h a t ' s  my opinion. 

Q 
A Mr. Por te r ' s  assumption? 

Q Yes. 

A No, i t  doesn't. 

Q 

A Yes. 

Does t h a t  assumption make any sense a t  

You spoke o f  the recovery o f  conservat 

a l l  t o  you? 

on measures? 

Q Do you bel ieve i f  there i s  going t o  be cost recovery 
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o f  conservation measures i n  rates, t h a t  the conservation t h a t  

can be ant ic ipated from those measures should also be 

considered? 

A Yes. 

MR. BURGESS: Thank you. That 's a l l  we have. 

CHAIRMAN JABER: Ms. Ly t le .  

CROSS EXAMINATION 

BY MS. LYTLE: 

Q Good morning. 

A Good morning. 

Q I th ink  I j u s t  have one question f o r  you. Given the 

publ ic  water supply concerns and the stress tha t  the water 

resource i s  under i n  t h i s  area, you do agree tha t  water 

conservation programs are both necessary and appropriate f o r  

Aloha U t i l i t i e s ?  

A Yes, I do. 

MS. LYTLE: Thank you. 

CHAIRMAN JABER: Mr. Wharton. 

CROSS EXAMINATION 

BY MR. WHARTON: 

Q Good afternoon, Mr. Stal lcup. 

A Good afternoon. 

Q You ta lked a l i t t l e  b i t  about Aloha's witness. L e t ' s  

t a l k  about Mr. Biddy and Mr. Stewart. You have read t h e i r  

t e s t  i mony? 
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A Yes, I have. 

Q And you disagree w i th  t h e i r  conclusion tha t  i t  i s  

appropriate t o  make an adjustment f o r  2000 being abnormal 

weather, don ' t  you? 

A Actual ly,  I agree w i th  what they ' re  attempting t o  do, 

i t ' s  more o f  a dif ference i n  methodology. 

Q 

11, Line 21, "I believe the weather during the years 2000 and 

2001 are comparable, and tha t  no adjustment should be made t o  

r e c t i f y  a perceived abnormal weather period"? 

But you would agree tha t  your testimony says a t  Page 

A Yes. And tha t  statement i s  predicated on the fac t  

that  the model t h a t  I base my observations on uses a weather 

variable ca l led the moisture d e f i c i t  variable which uses 

r a i n f a l l  and temperature t o  measure the need t o  use water. I 

believe the information tha t  the Pub1 i c  Counsel witnesses used 

was j u s t  the r a i n f a l l  data. And when you look a t  those 

can d i f fe ren t  ways o f  measuring the need t o  use water, you 

reach somewhat d i f f e r e n t  conclusions based on weather 

variat ions. 

Q But u t i l i z i n g  the moisture d e f i c i t  variable, 

agree tha t  you have concluded tha t  the weather during 

2000 and 2001 are comparable? 

YOU 

:he years 

A 

d i  f ference. 

For the purpose o f  my model, i t  d i d n ' t  make any 

Q Okay. Well, whether i t  made any dif ference or not, 
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do you agree tha t  your conclusion was t h a t  they are comparable? 

the purposes o f  my model, t hey ' re  comparable. 

A Yes, t h a t ' s  what's i n  my d i r e c t  testimony, t h a t  f o r  

Q Let me t ry  t o  use the blue sheet on you. This 

Special Report t h a t  the Commission handed out t o  the customers 

says, "The PSC S t a f f  adjusts t e s t  year data t o  proper ly r e f l e c t  

conditions i n  the fu ture per iod f o r  which the rates are being 

fixed.' '  Was t h a t  pa r t  o f  your task i n  t h i s  case? 

A Yes. 

Q Okay. And so t h a t  was something t h a t  you wanted t o  

keep i n  mind as you were coming up w i t h  your conclusions, i s  

that  t o  the extent something needed t o  be adjusted, and you 

f e l t  t h a t  was appropriate, you wanted t o  incorporate t h a t  

information? 

A Yes. I n  fac t ,  i t ' s  t h a t  very thought tha t  caused me 

t o  f i l e  the exh ib i t  t ha t  we j u s t  considered t h i s  morning t h a t  

takes my t e s t  year forecast f o r  water consumption, which I feel  

i s  very accurate, obviously, and then make cer ta in  adjustments 

t o  those forecasted numbers t o  make the consumption data more 

representative on a going- forward basis. 

Q And t h a t ' s  a good po in t ,  M r .  Stal lcup. This e x h i b i t  

that  you have prof fered today i s  something tha t  you have j u s t  

completed work on recent ly;  r i g h t ?  

A Yes, t h a t ' s  correct .  

Q And t h i s  exh ib i t  r e f l e c t s  your b e l i e f  t ha t  i t ' s  
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appropriate t o  take i n t o  account tha t  there have been Water 

'Ilanagement D i s t r i c t  res t r i c t i ons  i n  place while some o f  t h i s  

data t h a t  everyone's looked a t  was being generated and tha t  

that  might a f fec t  usage leve ls  on a going- forward basis? 

A Yes. It was my attempt i n  creating t h i s  exh ib i t  t o  

r e f l e c t  a l l  avai lable information i n t o  the analysis such tha t  

the numbers could be as accurate as possible. However, I would 

l i k e  t o  po int  out t ha t  i t  was my or ig ina l  i n t e n t  i n  coming up 

d i t h  t h i s  exh ib i t  t o  have had avai lable t o  me a l l  o f  the 

h i s to r i ca l  consumption data f o r  the t e s t  year. A t  t h i s  point ,  

i t ' s  now h is to r ica l  consumption data f o r  2001. 

I f  I had had t h a t  avai lable t o  me, then we would have 

been able t o  remove any forecast issue i t s e l f  from the 

consumption data w e ' l l  be basing rates upon and only  have t o  

deal w i th  what i t  takes t o  normalize tha t  data f o r  things l i k e  

vJater res t r i c t i ons  or abnormal weather. 

Q And I guess I want t o  focus j u s t  f o r  the purposes o f  

your response on the word "normal ize.  " You do bel ieve i t ' s  

appropriate tha t  i f  there i s  a factor out there such as the 

imposition o f  Water Management D i s t r i c t  watering res t r i c t i ons ,  

that  t h a t ' s  something t h a t  should be taken i n t o  account when 

the S t a f f  adjusts the t e s t  year t o  properly r e f l e c t  conditions 

i n  the future period f o r  which the rates are being f ixed? 

A Let me answer t h a t  a b i t  generical ly, i f  I may. I 

think as we've ta lked about i n  deposition f o r  qu i te  some time 
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i s  t h a t  i n  preparing a forecast f o r  ra te -se t t i ng  purposes, what 

you do i s  step - -  i t ' s  a two-step process. The f i r s t  step i s  

you attempt t o  get the forecast as accurate as you possibly 

can. That 's step number one. Step number two i s  then t o  look 

a t  t ha t  forecast and determine i f  there are any inputs t o  tha t  

forecast tha t  somehow need t o  be modified such t h a t  the 

resul tant  number i s  more representative o f  the period f o r  which 

rates w i l l  ac tua l ly  be i n  e f fec t .  

be the year 2002 and forward. I t ' s  analogous t o  making pro 

forma adjustments, i f  you w i l l ,  t o  your basic forecast. 

So i n  tha t  sense, i f  i t ' s  believed tha t  watering 

I n  Aloha's case tha t  would 

res t r i c t i ons  existed i n  the h i s to r i ca l  period but t ha t  they 

w i l l  be l i f t e d  i n  the future when rates w i l l  be i n  e f fec t ,  then 

i t ' s  my opinion tha t  t ha t  adjustment should be made, yes. 

And you w i l l  agree tha t  t o  the extent the Water Q 
Management D i s t r i c t  determines tha t  i t  i s  appropriate, the 

water res t r i c t i ons  may well be l i f t e d  a t  some po in t  i n  the 

future? 

A They may well be. I do not know f o r  sure. 

Q Mr. Stallcup, you would agree t h a t  i f  someone i s  

attempting t o  pro ject  water usage i n  the fu ture and they are 

aware o f  demographic variables i n  the service area tha t  might 

a f fec t  t ha t  usage, tha t  t ha t  should be taken i n t o  account t o  

the extent t ha t  those demographic variables or  changes may 

a f fec t  consumpti on? 
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A Basica l ly  I agree w i th  you, yes, I do. But I th ink  

what's g iv ing me pause t o  th ink  i s  something implied i n  the way 

you asked the question t h a t  you necessari ly have t o  take 

account o f  the demographic var i  ab1 es themselves. There are 
Nays i n  constructing a forecast model such t h a t  you can capture 

the essence o f  the demographic s h i f t  without necessarily having 

to  get down t o  the spec i f i c  variables themselves. 

And what you ' re  speaking o f  i s  the concept t h a t  I had 

such a d i f f i c u l t y  w i th  i n  your long deposit ion t h a t  essent ia l l y  

there i s  no e x p l i c i t  input  f o r  t h a t  information i n  your model, 

)ut  i t ' s  i n  there? 

Q 

A Yes, i t  i s .  

Q Okay. Now, you don ' t  have any reason t o  doubt the 

information you've seen regarding usage i n  Aloha's 12 newest 

ieighborhoods i s  accurate, do you? 

A No. I ' v e  seen no information t o  ind icate otherwise. 

Q And you agree t h a t  the projected connections t o  

Aloha's system are going t o  come i n  the newest neighborhoods? 

I ' v e  seen no information t o  ind ica te  otherwise. 

And you bel ieve t h a t  Aloha i s  i n  a pos i t ion  t o  have 

the best f i rs thand knowledge t o  the extent the demographics are 

s h i f t i n g  or  changing i n  t h e i r  service area o f  a l l  the par t ies  

i n  t h i s  case; i s n ' t  t h a t  correct? 

A 

Q 

A Yes, I would agree w i th  tha t ,  but  based upon the 

forecast I ' v e  seen o f  fu ture consumption, I doubt i f  they have 
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:he best opinion o f  what fu ture water consumption w i l l  look 

l i ke .  

Q I th ink  you t o l d  me tha t  between your model and OPC's 

node1 and Aloha's model, you wouldn't bet  your money on Aloha's 

ir OPC's. 

A I f  I were t o  bet on the three, my money would be on 

n i  ne. 

Q Okay. Now, you do agree w i th  the  proposi t ion t h a t  

there's a pos i t i ve  cor re la t ion  between income and s ize o f  house 

md family size and s ize o f  lawn and water use; correct? 

A Yes, j u s t  as there would be w i t h  any other economic 

good. 

Q And as we s i t  here today, you have no reason t o  

l i sbe l  ieve the company's pro ject ion t h a t  new customers are 

going t o  use 500 gallons per day? 

A I haven't done an independent v e r i f i c a t i o n  o f  tha t ,  

)ut I w i l l  accept t h a t  as a concern t h a t  the company has. And 

also, since you brought t h a t  up, since we had an opportunity t o  

ta l k  l a s t ,  which I th ink  was l a s t  Friday, I ' v e  had an 

ippor tun i ty  t o  evaluate the f inanc ia l  rami f icat ions o f  the 

:ompany's b e l i e f  t h a t  a l l  new customers w i l l  tend t o  consume 

wound 500 do l l a rs  ( s i c )  a day, and I can t a l k  about t h a t  now 

i f  you'd l i k e ,  or  we can t a l k  about t h a t  l a t e r .  

Q 

A I ' m  sorry? 

Do you th ink  I want t o  hear it? 
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Q We' l l  l e t  your counsel get i n t o  t h a t  w i t h  you. 

A Okay. 

Q Well, no. Actual ly  - -  

I said, do you th ink  I want t o  hear tha t?  

I th ink  your c l i e n t  might. 

CHAIRMAN JABER: Well, Mr. Wharton, because I don ' t  

want you t o  come back and t e l l  me you want recross. 

MR. WHARTON: You're exact ly  r i g h t .  Steve beat you 

t o  the punch, Madam Chairman. 

BY MR. WHARTON: 

Okay. Why don ' t  you go ahead and t e l l  me about your Q 
conclusions i n  t h a t  regard. 

A Okay. Just as a l i t t l e  b i t  o f  background, I th ink  

one o f  the large concerns tha t  the company has i s  based upon a 

l a t e - f i l e d  e x h i b i t  t ha t  I provided i n  my f i r s t  deposition i n  

which the company asked me t o  generate some rates t h a t  would 

r e s u l t  from the i l l u s t r a t i v e  r a t e  designs i n  my d i r e c t  

testimony. They wanted me t o  generate those rates,  inc lud ing 

repression e f fec ts  and tha t  so r t  o f  th ing,  so t h a t  they could 

get a sense o f  what the rates would look l i k e  i f  we were t o  

adopt the i l l u s t r a t i v e  ra te  designs i n  my testimony. So I 

s a t i s f i e d  t h a t  l a t e - f i l e d  requirement. We generated some 

rates, and we had a l i t t l e  b i t  o f  going back and f o r t h  on how 

t o  tweak the spreadsheet t o  make i t  work we l l .  

Given a l l  tha t ,  I took those rates t h a t  came out o f  
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that late-filed exhibit exercise, and I assumed that, okay, 
let's suppose that we calculate in our normal revenue 
requirement way a set of rates that will at least satisfy 
current revenue requirements for the company. But on a 
going-forward basis, all new customers that the company has 
will consume 500 gallons a day. That equates to customers 
consuming 15,000 gallons a month. Okay. That's just 500 times 
30 days a month. 

I took that 15,000 gallons a month and applied it 
against the rate structures that came out of the illustrative 
rate designs. And when I went through that exercise, the 
revenues generated by those rates, if I remember correctly, 
were $35.02. The marginal cost of providing those customers 
with water based on Pasco's cost of $2.35 per thousand was 
thirty-five dollars and I think 20 cents or maybe 25. So on a 
going-forward basis, if we get the revenue requirement stuff 
set right now for the test year and we got your current fixed 
cost and your current variable costs covered properly, on a 
going-forward basis if you have new customers coming on at 
500 gallons a day, the rates that are coming out of these 
spreadsheets we've been playing with wi 11 cover essenti a1 1 y a1 1 
of the variable costs associated with purchased water from 
Pasco County. And that gives me great comfort in the sense 
that the company had been concerned that on a going-forward 
basis that they weren't going to be able to cover the cost of 
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t h e i r  purchased water i f  we went through the k ind  o f  s t u f f  the 

Commission normally does t o  calculate rates. But what I saw 

when I went through t h i s  exercise i s  t h a t  the company's 

marginal revenues and marginal costs are r e a l l y  p r e t t y  close on 

a going-forward basis such t h a t  the revenue s t a b i l i t y  i s  

perhaps not nearly as jeopardized as what we were th ink ing  

about ear l  i e r .  

MR. WHARTON: Can we th ink  about t h a t  f o r  a minute? 

CHAIRMAN JABER: Yes. 

BY MR. WHARTON: 

Q Mr. Stal lcup, before you performed those pa r t i cu la r  

calculat ions,  d i d  you make the assumption as the  Waterate model 

demonstrates t h a t  the imposit ion o f  these rates w i l l  cause 

cer ta in  users t o  move down i n  consumption i n t o  a lower block? 

A Yes, I did. And t h i s  i s  a t o p i c  we had ta lked about 

while we were modifying the spreadsheet based on Late-F i led 7, 

but yes, I did.  

Q And I guess j u s t  so the record i s  c lear  and the 

Commissioners understand i n  case they ' re  no fas te r  t ha t  I am, 

t h a t  issue i s  t ha t  these blocks are div ided i n t o  zero t o  8,000, 

8 t o  15 and above 15? 

A Correct. 

Q And i f  conservation rates are put i n t o  e f f e c t ,  some 

people w i l l  go under 15, and some people who were i n  the 8 t o  

15 w i l l  go i n t o  the zero t o  8? 
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A Yes. 

Q And you do agree tha t  i n  u t i l i z i n g  the model i t  i s  

jppropri ate t o  take tha t  i n t o  account? 

A Yes. And I incorporated tha t  i n t o  the spreadsheet 

ipon which these calculat ions are based. 

tha t ' s  also the same phenomena tha t  occurs i n  D r .  Whitcomb's 

daterate model. 

I ' d  also l i k e  t o  note 

CHAIRMAN JABER: Mr. Stallcup, so t h a t  I understand, 

low i s  tha t  d i f f e ren t  from repression? 

THE WITNESS: Actual ly, i t ' s  the e f f e c t  tha t  

"epression has on the d i s t r i b u t i o n  o f  water use. Large users 

i f  water don ' t  use qui te  as much as they d i d  before, so i t  

tends t o  show a more compact d i s t r i bu t i on ,  i f  you w i l l ,  o f  

vater consumption. 

CHAIRMAN JABER: Okay. 

3Y MR. WHARTON: 

Q M r .  Stallcup, do you agree tha t  t o  the extent the 

daterate model predicts usage block changes due t o  conservation 

? f f o r t s ,  as we've ta lked about, t ha t  i t ' s  appropriate f o r  the 

S t a f f  t o  use the Waterate model t o  make those kind o f  

jeterminations and t o  take those kind o f  factors i n t o  account? 

A Precisely which factors were those again? I ' m  sorry. 

Q The fac t  t ha t  the model does show t h a t  people w i l l  

tend t o  move i n t o  lower blocks as they conserve. 

A Based on the work tha t  I ' v e  done, both the typ ica l  
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S t a f f  spreadsheets t h a t  we would t y p i c a l l y  use t o  calculate 

rates and the calculat ions performed ins ide the Waterate model 

appear t o  do almost exact ly the same thing, implement the idea 

o f  e l a s t i c i t y  almost a t  exactly the same way. So I would say 

that  I think S t a f f  should continue t o  calculate rates as they 

always have done, but I would also agree, because there 's  

v i r t u a l l y  no dif ference, tha t  the Waterate model could be used 

t o  sani ty check what S t a f f  does. And I th ink  tha t  would be 

per fec t l y  sat isfactory.  

Q And you do th ink  i t ' s  appropriate t o  use the model i n  

that  way based on the conversations tha t  we have had about also 

using marginal costs as opposed t o  average costs? 

The Waterate model you mean? A 

Q Right. 

A Yes. I th ink  i f  you were t o  adjust the Waterate 

nodel t o  recognize the pecu l i a r i t y  i n  t h i s  case, i f  you w i l l ,  

that the avoided water cost i s  actua l ly  marginal cost rather 

than average, the Waterate model would be more applicable. Let 

ne provide a caveat on t h i s ,  however, though. As you know, I 

haven't had a l o t  o f  time t o  play around w i th  the Waterate 

nodel, and so I can ' t  say w i th  100 percent cer ta in ty  tha t  every 

aspect o f  i t s  cal cul at ions would necessarily conform t o  normal 

:ommission practice. Simply because I haven't gone through 

that exercise, I can ' t  agree w i th  you 100 percent. 

Q But as we s i t  here today, you have not yet  discovered 
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inything t h a t  makes you feel  l i k e  you would not  want t o  use the 

daterate model t o  a t  leas t  v e r i f y  the rates t h a t  w i l l  

11 t imate ly  be proposed by the S t a f f ?  

A I t h ink  i t  i s  an appropriate too l  t o  be used f o r  

i e r i f i c a t i o n  purposes, but I would po in t  out t h a t  I s t i l l  have 

some question on the way tha t  the Waterate model implements the 

3ef i n i  ti on o f  usage b l  ocks . 
MR. WHARTON: One moment, Madam Chairman. 

Mr. Stal lcup, are you i n  agreement w i t h  Q 
Dr. Whitcomb's recommendations regarding the appropri 

e l a s t i c i t y  t o  be used? 

t e  p r i ce  

A Yes. I would defer t o  D r .  Whitcomb on the decision 

o f  what const i tutes an appropriate p r i c e  e l a s t i c i t y .  He's done 

more work i n  t h a t  area than I have. 

Q Okay. L e t ' s  t a l k  f o r  a moment about the base 

fac i  1 i t y  charge. 

A Okay. 

Q 

r i g h t ?  

You said you'd been here i n  the  proceeding l i s ten ing ;  

A Yes. 

Q Did you hear Mr. W i l l i s  g ive an explanation t o  the 

customers where he essent ia l l y  said, the base f a c i l i t y  charge 

i s  where we put the f i xed  cost, and the gallonage charge i s  

where we put the var iable cost? 

A Yes. 
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Q And do you agree that the PSC has an MFR rule, Rule 
25-30.437(6), that says: 
incorporates fixed expenses of the utility and is a flat 
nonthly charge; the usage charge incorporates variable utility 
3xpenses and is billed on a per 1,000 gallon basis?" And I'm 
lot reading the entire rule, but you're generally familiar with 
that rule? 

"The base facility charge 

A Generally, yes. 
Q Now, you would agree that the Commission's 

traditional approach for allocating revenue between the base 
facility charge and the gallonage charge would be as Mr. Willis 
jescribed it that the fixed charges go into the base facility 
:barge? 

A I guess you could characterize it as traditionally, 
yes. 

Q Do you agree that what the Staff has recommended is 
that the gallonage charge be intended to recover to some 
2xtent - - well, strike that. 

Do you agree to the extent the gallonage rate is 
fixed at a level that will require Aloha to cover some of its 
fixed cost from gallons sold? Let me lay that foundation for 
that. 

Isn't the Staff recommending that in this case some 
)f Aloha's fixed costs be recovered in the gallonage charge? 

A Yes. 
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Q And you would agree, would you not, that to the 
extent the gallonage rate is fixed at a level that will require 
Aloha to recover some of its fixed costs from gallons sold, 
then the number of gallons sold is a critical component as to 
whether Aloha will have the revenues to cover its fixed cost? 

I would agree that it is a component of its ability 
to cover its fixed cost. And where we're starting to go here 
now is the notion of revenue stability, I think. 

A 

What I've proposed in my testimony is that we perform 
what we normally call a conservation adjustment. And this 
adjustment shi fts some of the costs associated with gal 1 ons 
away from fixed charges to gallons. It's cost shifting such 
that the base facility charge would be less than it otherwise 
vJould be. This causes gallonage charges to be larger than they 
otherwise would be. This, having more dollars being recovered 
in the gallons, gives us the wherewithal to construct a more 
effective conservation-oriented rate structure. It gives us 
larger percentage changes in price and the gallonage charges to 
make the result in rate structure more cost-effective. 

The concern here is, I believe, that if too much of 
the fixed charges are recovered in the gallonage charges, the 
company may run at a risk of not being able to cover its fixed 
cost. And that's a valid concern. I would agree with that. A 
question o f  how much do you shift or not, you know, from fixed 
t o  gallonage charges is a question that, in my opinion, you 
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c a n ' t  really answer u n t i l  you know w h a t  the f ina l  revenue 
requirement numbers are. 

The entire question o f  w h a t  constitutes an 
appropriate rate design is  a question t h a t  really requires a l l  

the pieces t o  be provided t o  you before you can really come up 
w i t h  t h a t  f inal  determination. I t h i n k  w h a t  we're ta lk ing  

about right here is ,  we're already t a l k i n g  about how much i s  
too much i n  allocating dollars t o  the gallonage charge as 
opposed t o  the base facil i ty charge. And I d o n ' t  t h i n k  I can 
answer t h a t  a t  this poin t  because I d o n ' t  know w h a t  the f ina l  

revenue requirements are a t  this point .  

Q Are you aware of the fact t h a t  Aloha's actual fixed 
charges are a t  around 46 percent? 

A 

Q 

I believe we've talked about t h a t  i n  deposition, yes. 
And the Staf f  has recommended t h a t  of t h a t  amount 

mly 25 percent be recovered i n  the base facil i ty charge; is  
that correct? 

A I believe t h a t  i n  the f ina l  analysis 25 percent of 

total costs would be i n  the base facility charge, 75 percent i n  

the gallonage charge. I t h i n k  that 's  a proper way t o  represent 
that number. 

Q Well, and I'm sorry, Mr. Stallcup, I'm not sure I 

Anderstand your answer. Aloha has a certain amount of fixed 
zost; correct? 

A And currently, l e t ' s  say i t ' s  41 percent of t o t a l  
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:osts. 

Q Okay. Although I t h i n k  46 percent i s  the 

ippropriate - - 
A Okay. 

Q - -  but whichever f o r  the answer. 

S t a f f  i s  recommending t h a t  Aloha be allowed t o  

*ecover about a quarter o f  those f i x e d  costs, about 25 percent, 

in  the base f a c i l i t y  charge? 

I n  the r a t e  design, f i xed  cost would be 25 percent o f  A 

total  cost. I n  the i l l u s t r a t i v e  r a t e  designs we've ta lked 

ibout i n  the l a t e - f i l e d  exhib i ts ,  yes. 

Q Well - -  
CHAIRMAN JABER: Mr. Wharton, we can take ten  

ninutes, al low you a l l  t o  th ink  about t h a t  response. We' l l  

take ten minutes. 

MR. WHARTON: We probably need ten minutes a f t e r  a l l  

D f  Mr. Sta l l cup 's  responses. I rea l i ze  we don ' t  have time t o  

30 tha t .  Thank you. 

(B r ie f  recess.) 

CHAIRMAN JABER: Le t ' s  reconvene the hearing. 

Mr. Wharton, you were cross-exam ning. 

MR. WHARTON: Yes, I was. Thank you. 

BY MR. WHARTON: 

Q A l l  r i g h t ,  M r .  Stal lcup. Now, you have indicated 

that  25 percent o f  the f i xed  and var iable costs - -  l e t  me t r y  
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t h a t  again.  

You've indicated t h a t  25 percent of the fixed and 

variable expenses are i n  the base facil i ty charge i n  w h a t  S t a f f  

has recommended? 
A No, I d o n ' t  t h i n k  t h a t  would be an accurate way t o  

describe i t .  What I'm saying is  t h a t  25 percent of t o t a l  

revenues recovered by the company should be collected through 

the base facil i ty charge. 
Okay. Then is  i t  fair  t o  say t h a t  the base facil i ty Q 

charge t h a t  the Staf f  proposes actually includes less t h a n  
25 percent o f  Aloha's fixed costs? 

A No, I wouldn't  say t h a t  either. I believe w h a t  you 

said earlier t h a t  i f  Aloha's t o t a l  costs, 41 percent, would be 
a1 1 ocated by a traditional accounting methodol ogy t o  be 
roughly, e t ' s  say 40 percent, just t o  make the numbers easy - - 

Q Uh-huh.  

A - -  what  I'm recommending is  t h a t  for rate-setting 
purposes t h a t  percentage be 25 percent. 

Q Okay. I'm going t o  get there eventually. I'm not 
blaming you a t  a l l .  

i n t o  the base facil i ty charge and Aloha's fixed costs are 
46 percent, then you would agree t h a t  not a l l  of Aloha's fixed 
costs are i n  the base facil i ty charge; correct? 

If  25 percent of Aloha's costs are b u i l t  

A I would agree. 

Q Okay. Do you agree t h a t  any shift of the fixed costs 
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from the base charge t o  the gallonage charge increases the 
risk - -  the u t i l i t y ' s  risk of meeting i ts  revenue requirement 
over the way t h a t  the concept is  stated i n  the rule because by 

definition the gallonage charge is  something t h a t  may not be 
achieved? The projected gallonage charges may fa l l  short of 

projections. 
A No, I d o n ' t  know i f  I can necessarily agree w i t h  

t h a t .  
anything else. And the reason I say t h a t  is  t h a t  there are 
certain levels of water usage t h a t  are, for a l l  practical 
purposes, nondiscretionary. And i f rates are establ i shed such 
t h a t  revenues recovered through the base facil i ty charge and 

t h a t ,  i f  you wi l l ,  nondiscretionary usage is  sufficient t o  
cover the company's fixed costs, then I really don ' t  t h i n k  t h a t  
the financial risk issue really comes in to  play. 

I t h i n k  i t ' s  more a question of degree rather t h a n  

Q Well, for instance, i f  the gallonage sold i n  this 
case was a 20 percent differential between reality and the 
projection, then you would agree t h a t  would p u t  Aloha a t  risk 
for being able t o  recoup those revenues necessary t o  cover 
their fixed expenses? 

A I h a d n ' t  gone through t h a t  arithmetic. I d o n ' t  know 
i f  I could agree w i t h  t h a t  or not .  

Q We1 1 - - bu t  you would agree w i t h  my example t h a t  t h a t  
quite possibly could be the result? 

A I t h i n k  i f  sales are less t h a n  w h a t  i s  projected, 
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feah, there would be financial risk associated w i t h  t h a t ,  bu t  

2xactly what i t  i s ,  I'm not sure. 

Q Would you agree t h a t  the more t h a t  a u t i l i t y ' s  fixed 
:barges are i n  the gallonage charge t h a t  the more t h a t  relative 
nisk increases? Whatever percentage t h a t  risk is ,  the more 
tha t  relative risk increases? 

A 

Q 

Conceptually I can agree w i t h  t h a t ,  yes. 
How is  i t  t h a t  you believe t h a t  what  is  proposed w i t h  

negard t o  the base facil i ty charge complies w i t h  the rule? 
A I t ' s  my understanding t h a t  wha t  the rule states is  

that the Commission is  required t o  consider or - -  I don ' t  t h i n k  

tha t ' s  exactly w h a t  I t h i n k  i t  says - -  should incorporate a 
zonsideration of w h a t  the company's actual fixed costs are. To 

the extent t h a t  the base facil i ty charge allocation t h a t  I've 
discussed does incorporate the consideration o f  the company's 
fixed costs, I believe we are consistent. 

Q You would agree t h a t  when I took your deposition t h a t  
you couldn't t h i n k  o f  any other cases where the Commission has 
approved a structure w i t h  regard t o  the gallonage charge and 

the base facility charge t h a t  i s  substantially similar t o  
d h a t  ' s being recommended i n  t h i  s case? 

A Not t o  my recollection having the base facility 
charge set a t  25 percent. Not i n  my recollection, but  then 
again,  I've been only dealing i n  water cases for a l i t t l e  over 
a year, so my recollection doesn't go very deep. 
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Q You would also agree tha t  t h i s  i s  a case where 

several o f  the par t ies seem t o  be disagreeing on what water 

usage w i l l  be i n  the future? 

A Actual ly, I th ink  two o f  the par t ies  are very, very 

close as t o  what i t ' s  going t o  be i n  the future.  Both Public 

Counsel and myself, we're only o f f  by a couple o f  tenths o f  a 

percent i n  terms o f  growth. And I also th ink  t h a t  the 

project ions tha t  I have created accommodate the concern o f  the 

company about the addit ional customers consuming 500 gal 1 ons a 

month. So I ' m  not rea l  l y  sure we' r e  a1 1 disagreeing. 

Q You would agree tha t  the company i s  disagreeing w 

OPC and the S t a f f  i n  t ha t  regard? 

A It seems l i k e  every time we t a l k  you-a l l  disagree 

with me less and less. 

Q Well, l e t  me ask a question. You mentioned 

Mr. Stewart. You have no f i r m  opinion on whether the average 

customer who connects t o  the system i n  the year 2002 w i l l  use 

an amount o f  water which i s  closer t o  the u t i l i t y ' s  project ion 

o f  500 gallons or closer t o  Mr. Stewart's project ion o f  

265 gallons, do you? 

A I ' m  sorry, say tha t  again. 

Q Yeah. You have no f i r m  opinion on whether the 

average customer who connects t o  Aloha i n  the year 2002 w i l l  

use an amount o f  water which i s  closer t o  the u t i l i t y ' s  

project ion o f  500 gallons or closer t o  M r .  Stewart's project ion 
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i f  265 ga lons? 

A 

xstomers? I haven't performed an analysis o f  t ha t  per se, no. 

Q 

The average new customer, considering only the new 

You would agree, Mr. Stallcup, t h a t  i f  water 

:onsumption i s  underprojected i n  t h i s  case, Aloha i s  going t o  

lave a problem paying i t s  b i l l s ,  and i t ' s  going t o  have t o  come 

aack before the Commission and f i l e  a ra te  case? 

A No, I no longer agree w i th  t h a t  statement. 

Q 

A Yes. Since t h a t  time, I ' v e  gone through t h i s  

But you agreed w i th  it a t  the time o f  the deposition? 

m a l  y s i  s o f  the incremental 500 -gal 1 on- a - day customer. 

Q You would defer t o  the advice o f  the Water Management 

l i s t r i c t  i n  terms o f  what k ind o f  conservation programs are 

reasonable f o r  Aloha and what k ind o f  costs they should be 

allowed t o  recover i n  tha t  regard? 

A Yes. My understanding on t h a t  pa r t i cu la r  issue i s  

that the Commission has a memorandum o f  understanding w i th  the 

dater Management D i s t r i c t s .  And the Water Management D i  s t r i  c t s  

are recognized as having the expertise t o  i d e n t i f y  appropriate 

conservation programs f o r  the u t i l i t i e s .  So i n  tha t  respect, 

yes. 

Q I t ' s  your b e l i e f  t ha t  t o  the extent the Water 

Management D i s t r i c t  requires or recommends the implementation 

o f  a cer ta in  conservation program, then Aloha should be al low 

t o  recover those costs? 
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A I n  general I can agree w i t h  tha t  statement. However, 

f o r  me t o  say t h a t  t ha t  would necessarily be t r u e  would be t o  

preclude the judgment o f  my Commissioners, which i s  something I 

generally t r y  not t o  do. 

Q And i t  would be your recommendation i n  terms o f  such 

a conservation program as i t  would be implemented by Aloha t h a t  

t o  the extent there was a reasonable cost involved, i t  should 

be recognized by the Commission? 

A Yes. And l e t  me t e l l  you why because I th ink  there 

i s  a pa r t i cu la r  aspect t o  the Aloha s i t ua t i on  and conservation 

expenses t h a t  k ind  o f  gives us a unique opportunity t o  quote I 

think i t  was D r .  Kurien who t e s t i f i e d  on the f i r s t  day. He 

indicated he was a f t e r  a win-win s i tua t ion .  I th ink  i n  t h i s  

respect we have the opportunity f o r  a win-win-win s i tua t ion .  

I f  the Water Management D i s t r i c t  were t o  i d e n t i f y  

programs t h a t  i t  thought were appropriate f o r  t h i s  u t i l i t y  and 

i f  we suppose t h a t  these conservation programs cost less t o  

implement f o r  a typ ica l  customer than the cost o f  the purchased 

water tha t  t h a t  customer would otherwise consume, what we're 

going t o  have i s  i n  my vernacular coming from an e l e c t r i c  

background i s  a cos t -e f fec t i ve  conservation program. The cost 

o f  implementing t h a t  program i s  less than the cost o f  the 

purchased water t h a t  w i l l  be conserved. 

I n  t h a t  instance, what happens i s  t h a t  the ratepayers 

are served because t h e i r  t o t a l  revenue requirements w i l l  go 
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down because purchased water costs will go down by more than 
conservation expenses will go up. The company is served in 
that regard because they won't be facing the uncertainty 
associated with higher purchased water costs because it will be 
less purchased water cost necessary. And the Water Management 
Districts will be served because they will be able to encourage 
conservation and conserve the natural resource which is their 
charge. So I think the conservation programs in this 
particular regard gives us an opportunity to satisfy everybody 
i nvol ved. 

Q So what you're recommending in that regard is that 
Aloha pay for the conservation programs up front and then hope 
the savings is realized to cover them? 

A I don't know if I'd put it that way. I think the 
Water Management District can identify programs that will be 
effective, and I would trust them doing that. 

Q Would you agree that for every gallon saved by a 
conservation program there is a resulting drop in revenue 
received? 

A Yes, I would agree with that. 
Q And do you disagree with the testimony of the Water 

Management District witness who indicated that she thought it 
would be appropriate for the Commission to allow Aloha the 
opportunity to recover its cost o f  conservation programs in its 
rates? 
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A I also agree w i t h  t h a t .  I t ' s  my view, and I t h i n k  I 

indicated this i n  my summary, t h a t  I see no reason t o  adopt 

nontraditional rate recovery schemes as was contained, I t h i n k ,  

i n  the company's original f i l i n g .  I t h i n k  conservation 
expenses shoul d be recovered w i t h i n  revenue requi rement 
calculations. 

Q Do you believe, Mr. Stallcup, t h a t  you encourage 
ut i l i t ies  t o  engage i n  conservation programs i f  you set the 
rates up such t h a t ,  well, you can go pay for the program and 

p u t  i t  i n to  place and then hope i t  pays for i tself  a t  some 
future date? 

A I s t i l l  wouldn't  p u t  i t  t h a t  way. The way t h a t  I see 
i t  is  t h a t  i f  there are conservation programs t h a t  the Water 
Management District identifies as being appropriate and this 
Commission determines those conservation programs t o  be 
reasonable expenses for the company t o  incur, then those 
expenses can be included i n  the revenue requirement 
calculation, along w i t h  any resulting decrease i n  water sold 

such t h a t  the f inal  rates coming out of those calculations will 

be adequate t o  cover the company's expenses and earn an 
appropriate rate of return after a l l  conservation effects have 
been i ncl uded. 

Q B u t  you would agree, Mr. Stallcup, the risk is  on the 
u t i l i ty?  I f  the u t i l i t y  spends, for instance, $50,000 on 
conservation programs and those do not result i n  a reduction i n  
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Asage, the u t i l i t y  i s  going t o  eat tha t  $50,000? 

A No. Actual y, I agree qui te  the contrary because the 

nates tha t  would be set would be based on reduced sales. But 

i f  you're get t ing t o  tu rn  around and s e l l  the water, too, 

you're already covering rates t o  cover your $50,000. But i f  

you get t o  s e l l  additional water on top o f  it, t o  my way o f  

thinking you're coming out ahead o f  the game. 

Q Well, i n  t ha t  case there 's  going t o  be a commensurate 

r i s e  i n  expenses and purchased water costs too; r i g h t ?  

A Yes. But i f  those conserved gallons are a t  the 

nargin a t  the - - over and above what would otherwise be the 

case, those would tend t o  be i n  the higher usage blocks, and 

those are associated w i th  higher prices. 

Q And conversely, i f  tha t  savings doesn't happen, a l l  

the purchased water i s  going t o  be a t  the marginal cost which 

i s  2.35 r i g h t  now; r i g h t ?  

A ,That's a constant cost o f  2.35. And i n  those upper 

blocks a t  least  i n  the rates tha t  I proposed and the second and 

t h i r d  blocks, the revenues associated w i th  those blocks are 

greater than 2.35. 

Q Yeah, but would you expect a l l  the conservation t o  

occur i n  the upper block? 

A Because o f  what we talked about before where the 

bulk - -  the s h i f t i n g  o f  usage from higher blocks t o  lower 

blocks occurs, t ha t  Is where the revenue e f f e c t  would be, but - - 
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Q 
A 

11 ocks. 

But you would agree - - 
- -  yes, conservation does occur i n  those higher 

Q I apologize. You would agree tha t  some o f  the 

savings i s  going t o  be by users i n  the lower two blocks? 

A I n  the lower f i r s t  block i s  the only one o f  concern, 

1 th ink,  but yes, there w i l l  be conservation i n  those blocks as 

Me11 . 
MR. WHARTON: One moment, Chairman Jaber. 

Are you aware tha t  i n  the l a t e s t  d r a f t  o f  the consent Q 
r d e r  between Aloha and the Water Management D i s t r i c t  there i s  

3 recognition tha t  the u t i l i t y  w i l l  not be implementing those 

zonservation programs unless the Commission provides the 

u t i l i t y  rates t o  allow i t  t o  do so? 

A 

l i t t l e  b i t .  I can appreciate the u t i l i t y ' s  concern i n  t h a t  

regard too. I t ' s  my understanding based on the deposition 

questions tha t  we've had p r i o r  t o  t h i s  hearing t h a t  the company 

i s  dealing w i th  two governmental agencies. The Water 

Management D i s t r i c t  on one hand which wants them t o  incur costs 

t o  implement conservation programs and then us, the Commission, 

on the other hand who has the a b i l i t y  t o  allow them recovery o f  

those costs. So I th ink  one o f  the company's concerns i s  the 

coordination o f  the imposition w i th  the costs w i th  a r i g h t  t o  

recover them through higher rates t h a t  might incorporate those 

I'll take your word f o r  it. And i f  I may elaborate a 
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costs. So i n  t h a t  sense, yeah, I w i l l  accept your - -  
CHAIRMAN JABER: Well, M r .  Stal lcup, l e t  me make 

sure, though, t h a t  I understand. The Water Management D i s t r i c t  

does not say, make those improvements or  go and buy water from 

Pasco County only i f  the PSC allows you cost recovery. 

r e a l i t y ,  i f  t h i s  Commission, f o r  whatever reason, denies the  

request f o r  a r a t e  increase, t h a t ' s  independent o f  what the 

Water Management D i s t r i c t  may require the u t i l i t y  t o  do. 

t ha t  your understanding? 

I n  

I s  

THE WITNESS: That i s  correct ,  and c e r t a i n l y  t h a t  can 

transpire.  I was simply paraphrasing what I understood the 

company's concern t o  be i n  t h i s  regard. 

CHAIRMAN JABER: Okay. And correct  me i f  I ' m  wrong, 

but the PSC - -  ne i ther  the PSC S t a f f  nor the PSC as an agency 

overal l  i s  par ty  t o  t h a t  consent order. 

THE WITNESS : That s my understandi ng , yes. 

BY MR. WHARTON: 

Q Let me ask you something, Mr. Stal lcup. You had sa id 

tha t  you had thought these conservation programs should be 

handled i n  - - w i t h  t r a d i t i o n a l  Commission r a t e - s e t t i n g  methods, 

I believe? 

A Yes, t h a t ' s  my opinion. 

Q Well, i s n ' t  i t  t rue  tha t  normally i f  something costs 

$50,000 and you convince the Commission t h a t  i t  costs $50,000 

and tha t  i t  i s  necessary, t ha t  then the revenue requirement i s  
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increased by $50,000? But that's not what you are proposing to 
do with the conservation programs, is it? 

A No, I wouldn't agree with your arithmetic. And this 
is where you and I would differ in this. Let's suppose there's 
a conservation program out there that costs $50,000. One 
portion of operating expenses would go up by 50,000. That 
woul d be conservation expense. However, purchased water 
expense would also go down in this particular instance, so 

there would be some offsetting effect there as well. 
Q If the conservation program costs $50,000, are you 

proposing to put any of that money into the revenue 
requirement, or do you believe that the costs for that will 
just be covered by the savings you've tal ked about? 

A It's my opinion, not as an accountant now, I'm just 
talking, you know, from having worked at the Commission for 
some time, it's my opinion that any prudently incurred expense 
is eligible for cost recovery. 

Q So does that indicate that to the extent that a 
conservation program costs $50,000, you bel ieve that some part 
of that money should be put into the revenue requirement? 

A Yes. 
Q And to the extent that the Commission deemed that the 

costs were reasonable or were recommended or required by the 
Water Management District, do you believe that all that amount 
shoul d be put into the revenue requi rement? 
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A A l l  o f  i t  should be an input t o  the ca lcu lat ion o f  

f i n a l  revenue requirements. Remember, the f ina l  ca lcu lat ion o f  

revenue requi rements a1 so depends upon any reduction i n  

purchased water costs and a l l  the other things t h a t  may flow 

from the adoption o f  a conservation program. But w i th  tha t  

smal l  caveat, yes. 

Q Would you agree, Mr. Stal lcup, tha t  the benef ic ia l  

e f fects  tha t  the u t i  1 i ty  w i  11 rea l  i z e  from conservation 

programs tha t  you've t e s t i f i e d  about w i l l  ac tua l ly  occur over 

t i  me? 

A Yes, I ' d  agree w i th  tha t .  

Q And you've done no analysis or ca lcu lat ion about what 

that  horizon i s  before the costs would be f u l l y  recovered? 

A That 's correct. 

Q But you agree the costs would have t o  be incurred 

before the conservation programs were put i n t o  place? 

A Certainly some o f  them probably would be, yes. I ' m  

not an expert i n  conservation programs, so I r e a l l y  can ' t  say 

f o r  sure. 

MR. WHARTON: We have no more questions. Thank you. 

CHAIRMAN JABER: Thank you. 

MR. WHARTON: Thank you, Mr. Stallcup. 

CHAIRMAN JABER: Commissioners. 

COMMISSIONER PALECKI: Yes, I j u s t  have one question, 

I f  t h i  s Commi ss i  on were t o  dramati c a l l  y increase Mr . S t a l l  cup. 
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the impact fees t h a t  are charged on new construct ion i n  the 

Zompany's t a r i f f s ,  would t h a t  increase i n  revenues al low the 

:ommission t o  lower the r a t e  t o  the lowest block o f  users, 

those users tha t  t r u l y  conserve so t h a t  those customers tha t  

:onserve the most are rewarded? 

THE WITNESS: Yes. I believe the r a t e  design could 

)e designed such t h a t  w i t h  an increase i n  revenues coming from 

the impact fee source, t h a t  the rates i n  the lower block could 

be held down t o  be less than what they otherwise would be, and 

so t h a t  s h i f t  could be re f l ec ted  i n  the rates.  Yes, t ha t  i s  

possi b l  e. 

COMMISSIONER PALECKI : Thank you. 

CHAIRMAN JABER: A l l  r i g h t .  S t a f f .  

MS. ESPINOZA: Just a few questions on red i rec t .  

RED I RECT EXAM1 NATION 

BY MS. ESPINOZA: 

Q M r .  Stal lcup, r e f e r r i n g  t o  

t e s t  i mony . 
A Yes. 

Q You would agree, would you 

exh ib i t  t h a t  i ndi cates drought c l  ass 

A Yes. 

Exh ib i t  FJL-5 o f  your 

not, t h a t  t h i s  i s  an 

f i ca t i ons?  

Q Okay. And the resu l t s  o f  t h i s  e x h i b i t  are what you 

were r e f e r r i n g  t o  on Page 11 o f  your testimony when you were 

previously directed - - 
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A Yes. 

Q - -  when you conclude t h a t  the weather periods are 

Zomparabl e; correct? 

A Oh, yes, indeed. 

Q Okay. And you would agree tha t  drought 

Aass i f i ca t i ons  are d i f f e r e n t  from moisture d e f i c i t  variables? 

A Yes. 

Q To the extent t h a t  spec i f i c  p r i c e  e l a s t i c i t i e s  have 

ieen i d e n t i f i e d  by D r .  Whitcomb, would you agree t h a t  spec i f i c  

r i c e  e l a s t i c i t i e s  be used i n  the repression calculat ion? 

A Yes. And the reason I say t h a t  i s  t h a t  i n  the 

spreadsheet approach tha t  S t a f f  t y p i c a l l y  uses i n  ca lcu la t ing  

the r a t e  designs and the repression e f fec ts ,  there 's  an 

3llowance f o r  an e x p l i c i t  en t ry  o f  p r i ce  e l a s t i c i t y .  So i n  

that respect, I would encourage t h a t  a spec i f i c  p r i ce  

2 l a s t i c i t y  be used f o r  S t a f f ' s  purposes i n  establ ishing the 

f i na l  rates. 

Q And s h i f t i n g  now t o  the base f a c i l i t y  charge issue. 

douldn't you agree tha t  i t  i s  now common Commission pract ice t o  

s h i f t  cost recovery a l loca t ion  from the base f a c i l i t y  charge t o  

the gal 1 onage charge? 

A Yes, I would. 

Q And t h i s  i s  i n  large p a r t  due t o  t h i s  agency's 

nemorandum o f  understanding w i t h  the Water Management D i s t r i c t s  

i n  which we seek t o  design a more conservation-oriented r a t e  
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structure whenever possible? 
A Yes, t h a t ' s  my understanding. 

Q And the Commission has recognized t h a t  this shift ,  

although i t  increases revenue and s t ab i l i t y  t o  a certain 
legree, is an appropriate trade-off when compared t o  the 
Zonservation benefit received; correct? 

A Yes. There is  those competing desirable aspects 
they're searching for i n  a rate design. One being rate 
s t a b i l i t y  - -  revenue s t a b i l i t y ,  and the other one being an 
Zffective conservation rate design. 

Q Now, leaving revenue s t a b i l i t y  concerns aside for a 
noment. You would agree t h a t  sh i f t i ng  the base facil i ty 
percent downward and thereby increasing the gallonage charge, 
t h a t  i n  doing this i t  should result i n  greater water 
conservation through rates? 

A Yes. 
Q And this result is  beneficial i n  terms of promoting 

the preservation o f  water w i t h  the Management District? 
A Yes. 

Q And you testified t h a t  you believe i t  i s  appropriate 
t o  incorporate watering restrictions in to  your model ; correct? 

A I'm sorry, say t h a t  again.  

Q You testified as a result of this exhibit t h a t  we 
entered prior t o  your testimony t h a t  t h a t  exhibit came about 
because you bel i eve i t  i s appropri ate t o  incorporate watering 
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-es t r i c t ions  i n t o  your model ; correct? 

A Yes. 

Q And t h a t  i s ,  i n  fac t ,  what you've done i n  your 

-evi sed forecast; correct? 

A Correct. 

Q And t h i s  was done i n  response t o  concerns t h a t  were 

-aised by the  u t i l i t y  a t  your depositions; correct? 

A Yes, t h a t  i s  correct .  

Q 

vas f i l e d ?  

And these depositions were taken a f t e r  your testimony 

A Correct. 

Q Okay. Would you agree t h a t  w i th  the decrease i n  

mevenues received resu l t ing  from conservation tha t  the u t i 1  i t y  

i l s o  has a decrease i n  purchased water expense? 

A Yes. 

Q And t o  be c lear ,  when you were asked questions 

megarding t h i s  d r a f t  consent order between the Water Management 

l i s t r i c t  and the u t i l i t y ,  you have not  seen a copy o f  t h i s  

k a f t  consent order? 

A Not t o  my recol lect ion,  I haven't. 

MS. ESPINOZA: That 's a l l  we have. Thank you. 

CHAIRMAN JABER: Thank you. 

Thank you, M r .  Stal lcup. 

(Witness excused.) 

CHAIRMAN JABER: Exhibi ts,  S t a f f .  Exh ib i t  21 shal l  
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)e admitted i n t o  the record without objection, and 22 i s  

3dmi t t e d  i nto the record without objection. 

MS. ESPINOZA: Thank you. 

(Exhibits 21 and 22 admitted i n t o  the record.) 

(Transcript continues i n  sequence w i th  Volume 9.) 
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